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THE CANADIAN 

CHARTERED ACCOUNTANT 
OFFICIAL ORGAN QF THE 

DOMINION ASSOCIATION OF CHARTERED 

ACCOUNTANTS 

VoL., XI. No. 1 JULY, 1921 Issue No. 41 

NOTE BY PUBLICATION COMMITTEE 

HE Canadian Chartered Accountant enters upon its Eleventh 

T year of publication with this issue. Hitherto a quarterly, 

it becomes, in response to demands from an appreciative 

constituency, a bi-monthly publication, at however, an 

increased price, rendered necessary by the steadily advancing costs 

of everything entering into its make-up, excepting Editorial services 

and it is felt that the time has arrived when that painstaking anf 

ancomplaining person, the Editor, should be remembered also. 

Concurrently, it has been decided that no further advertising 

will be accepted by the Magazine, excepting from the Institutes or 

affiliated sources, the intention being to preserve its character and 

limit its use to matters of purely professional and _ technical 

interest. Our advertisers during the past ten years are extended 

our best thanks for the patronage and encouragement they have 

given us, and we trust that the publicity that the Magazine has given 

them may not have been wholly wihout benefit to them. 

We bespeak the goodwill and assistance of our readers, with 

the objects of making the Magazine more valuable and interesting, 

and of enlarging its list of subscribers to the point of being self- 

sustaining. Nothing beyond that is desired. 
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THE DOMINION ASSOCIATION OF CHARTERED 

ACCOUNTANTS. 

19TH ANNUAL MEETING. 

Vancouver and Victoria 

British Columbia. 

23rd, 24th and 25th August, 1921. 

PROGRAMME 

MONDAY, ANGUST 22ND. 

8.00 p. m.—Informal Reception at the Hotel Vancouver. 

TUESDAY, AUGUST 23RD. 

9.00 a. m.—Meeting of Dominion Council. 

10.00 a. m.—Official Reception to which ladies are invited. 
Addresses by His Worship Mayor Gale and His Honor 
Attorney-General Farris. 

10.30 a. m.—President’s Address followed by appointment of 
Committees. f 

11.30 a. m.—Business. 

1.00 p. m.—Luncheon at Hotel Vancouver on invitation of the 
Institute of Chartered Accountants of British Columbia. 

2.30 p. m.—Address by George Edwards, F.C.A., Toronto, on “ The 

Educational Responsibilities of Chartered Societies.” 

Other general business. 

2.30 p. m.—Motor drive for ladies—Stanley Park and Marine Drive. 
Tea at Country Club. 

7.30 p. m.—Annual Banquet at Vancouver Hotel. 

2 



DOMINION ASSOCIATION ANNUAL MEETING 

WEDNESDAY. AUGUST 24TH. 

9.30 a. m.—Meeting Dominion Council. 

10.30 a. m.—General Business. 
Reports of Constituent Societies, etc. 

1.00 p. m.—Luncheon by President to Dominion Council and 
Ladies. 

2.30 p. m.—Motor to Capilano Canyon. 

8.00 p. m.—Motor Drives—Stanley Park and Marine Drive. 

11.45 P. M—Steamer for Victoria. 

THURSDAY. AUGUST 25TH. 

Victoria, B. C, 

(Note—Victoria Time one hour ahead of Standard Time.) 

Victoria Time 

Breakfast at Empress Hotel ..............ccceeeeeeees 8.30 a.m. 

Leave Victoria by motor car ..............e eee eaee ++++ 10,00 a.m. 

RACH DUPAGRCGne PIOUEL. |. SS alsa ds Falvalds SS ee a ilen 12.00 

Return via Victoria to Brentwood. Tea at Brentwood.. 4.30 p.m. 

Viewing R. P. Butchart’s Gardens .............0ecceees 5.00 p.m. 

Dinner at Brentwood Hotel ..... paki Beak Be dae 7.30 p.m. 

Observatory (Little Saanich Mountain) ............... 9,15 pm, 
Boat: leayes for Vancouver 5 bo sd an be SG we es 12.45 p.m 

NOTE.—Arrangements will be made for Friday for golf, 
fishing motoring, etc., as may be desired. 

Convention Headquarters— 

VANCOUVER HOTEL 

Secretary W. RUSSELL WATSON 

Chairman of Committees 
General G. F. GYLES 

Entertainment A H. EDWARDS 

Registration A. L. C. CHALK 
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THE DOMINION ASSOCIATION OF CHARTERED 

ACCOUNTANTS. 

ACT OF INCORPORATION. 

2 Edward VII. Chap., 58. 

Assented to 15th May, 1902. 

AN ACT TO INCORPORATE THE DOMINION ASSOCIATION OF 

CHARTERED ACCOUNTANTS. 

Whereas the persons hereinafter named have, by their petition, 
prayed, that it may be enacted as hereinafter set forth, and it is 
expedient to grant the prayer of the said petition: Therefore, His 
Majesty, by and with the advice and consent of the Senate and the 
House of Commons of Canada, enacts as follows: 

1. William H. Cross, Henry Barber, Edward R. C. Clarkson, 
John Mackay, Robert F. Spence and James George, all of the city of 
Toronto; John Hyde, Archibald W. Stevenson, Alexander F. C. Ross, 
all of the city of Montreal; John C. Browne, James F. Cunningham 
and Peter Larmonth, all of the city of Ottawa; Llewelyn A. Nares ~ 
and Ernest H. Taylor, both of the city of Winnipeg;John F. Helli- 
well, of the city of Vancouver; W. Curtis Sampson, of the city of Vic- 
toria ; Frederic S. Thompson and F. S .Sharpe, of the city of St. 
John, N.B. ; Fred H. Oxley and William Simms Lee, both of the city 
of Halifax, practising accountants, and all other persons who may 
from time to time be admitted to membership of the corporation, are 
hereby constituted a body politic and corporate by the name of “ The 
Dominion Association of Chartered Accountants,” hereinafter called 
“the Association.” 

2. The objects and powers of the Association shall be to pro- 
mote by all lawful means the practice of accountancy, and for the 
said purposes :— 

(a) To hold such examinations as may be found expedient. 

(b) To grant certificates of efficiency to its members. 

(c) To establish classes of membership. 

(d) To determine the rights, privileges, terms and conditions of 

said classes. 
3. The Association shall be composed of all members in good 

standing of existing provincial incorporated institutes and associa- 
tions, who shall apply for membership within one year after the pass- 
ing of this Act, and of any other persons of whose qualifications and 
fitness the council approves. 

4. The Association may take, purchase and hold any personal 
property, lands, buildings, and hereditaments, for the purpose of the 
Association, and may dispose thereof, but so that the Association 

shall apply all its profits, if any, or other income in promoting its 
objects, and shall not at any time pay any dividends to its members, 
The provisions of this section shall not prevent the remuneration of 
members of the council, or officers of the Association for services rend- 
ered out of any surplus remaining after the ordinary expenses of the 
Association have been met. 
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5. The affairs and business of the Association shall be managed 
by a council consisting of not less than six and not more than 
twenty-one members, to be constituted in such manner as may be 
provided by by-law and the following persons shall constitute the 
first Council, viz. :—William H. Cross, Henry Barber, John Mackay, 
John Hyde, A. W. Stevenson, Alexander F. C. Ross and John C. 
‘Browne. 

6. The first general meeting of the Association shall be held 
during the year one thousand nine hundred and two at such time 
and place and upon such notice as the Council may decide. Sub- 
sequent general meetings shall be held as the by-laws of the 
Association may provide, but at least once in each calendar year. 
At any general or special meeting members may be represented and 
vote by proxy, but no such proxy shall be exercised by a person who 
is not a member of the Association. 

7. The objects and powers of the Association shall be carried 
out and exercised under by-laws and resolutions passed by the coun- 
cil, but every such by-law, unless in the meantime confirmed at a 
general meeting of the Association called for the purpose of consid- 
ering the same, shall have force only until the next annual meeting, 
and in default of confirmation thereat, shall cease to have force ; 
provided always that any by-law, passed by the council may be re- 
pealed, amended, varied or otherwise dealt with by the Association, 
at any annual general meeting or at a special general meeting called 
for the purpose. 

8. The Association in general or special meeting assembled 
may make by-laws for carrying out its objects and exercising the 
powers of this Act conferred upon it. 

9. The Association may affiliate with any association or cor- 
poration having the same or similar objects. 

10. If any person ceases for any cause whatever to be a mem- 
ber of the Association he shall not nor shall his representatives have 
any interest in or claim against the funds and property of the Asso- 
ciation. 

THE DOMINION ASSOCIATION OF CHARTERED 

ACCOUNTANTS 

BY-LAWS. 
Declaratory. 

It is hereby declared that the following shall be fundamental 
provisions, having all the force and value of any provision contained 
in the Act of Incorporation, that is to say :— 

“A” The objects and purposes of the Association shall be: 

(a) To secure the incorporation of Provincial Societies in Prov- 
inces of the Dominion where now none exist: 

(b) To assist Provincial Societies in securing uniform legisla- 
tion for the better protection and regulation of local pro- 
fessional interests : 

(c) To secure the adoption by Provincial Secieties of uniform 
standards of examination and membership: ~ 

(d) To arrange for reciprocal privileges between Provincial So- 
cieties for the benefit of their members: 

(e) To consider questions of ethics: 

5 
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(f) To secure harmony of action in all matters affecting the 
common interest, and generally to act in an advisory cap- 
acity to the Provincial Societies : 

“B” Every member of this Association in good standing on 
the sixteenth day of December, A.D. 1909, shall be en- 
titled to membership in the Provincial Society having jur- 
isdiction in the Province where he resides, without exam- 
ination, but in other respects subject to the conditions of 
membership of the said Society, provided he makes appli- 
cation therefor not later than the fifteenth day of June, 
A.D. 1910. 

1. The membership shall be ipso facto the members in good 
standing, of the following Incorporated Provincial Societies, namely:— 

The Association of Accountants in Montreal. 

The Institute of Chartered Accountants of Ontario ; 

The Institute of Chartered Accountants of Manitoba; . 

The Institute of Chartered Accountants of Nova Scotia ; 

The Institute of Chartered Accountants of British Columbia ; 

The Institute of Chartered Accountants of Saskatchewan ; 

The Institute of Chartered Accountants of Alberta ; 

The Institute of Chartered Accountants of New Brunswick ; 

Persons who at the time of the passing of these By-laws are 
members of the Association who are not also members of 
any of the aforesaid Societies. 

_The membership of Provincial Associations which may hereafter 
be incorporated, shall be admitted upon the approval of the Council. 

2. The rights and privileges of membership shall be deemed to 
commence upon the date of the receipt by the Secretary, from the 
Secretaries of the constituent Societies respectively of a list, duly at- 
tested?, of the members thereof in good standing, and such rights 
privileges shall terminate either upon the receipt of notice in like 
manner, that.a person named in such list is no longer qualified, or 
upon the receipt, in like manner, of an amended list of members 
wherein the name of such person no longer appears. 

8. Any person qualified for membership by more than one of 
the constituent Societies shall elect which Society shall qualify him, 
and failing such election within thirty days after notice to him so to 
do, the Society having jurisdiction in the Province wherehe resides, 
shall be deemed to have qualified him, until he otherwise elects. 

4. Applicants for membership whose cases are not provided for 
under By-law No. 1, and of whose qualifications and fitness the Coun- 
cil approves, may qualify through one of the constituent Societies by 
the direction of the Council 

5. Each member shall have one vote upon any question to be 
voted upon by the members. 

6. Each of the said Societies shall pay an annual fee of two 
dollars for each member qualified by them respectively, and shall 
make such further pro rata contribution as may be required to meet 
the necessary expenses of the Association, as approved by the 
Council and certified by the Auditors. 3 

7. The Council shall be constituted in the following manner, 
namely :— 

(a) Each of the said Societies shall elect one member. 

6 
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(b) Each of the said Societies qualifying over forty members 
shall elect one additional member. 

(c) Each of the said Societies qualifying over one hundred mem- 
bers shall elect two additional members. 

(d) The members-at-large, so long as their number exceeds 
ten, shall elect one member. 

No Society shall have more than three representatives upon the 
Council. A majority of the representatives elected by each 
Society shall be practising Accountants. 

In the event of any representative so appointed being unable to 
act, the Council of his Society shall have full power to delegate his 
office to an alternate for a specific occasion. 

8. The Council may appoint Committees from time to, time, as 
it deems necessary to further the interests and promote the objects 
of the Association, and may confer such powers upon said Committees 
as may be necessary. 

9. The Councils of the constituent Societies, respectively, shall 
be standing committees for local purposes, and the President and 
Secretary of such Society shall be the Chairman and Secretary re- 
spectively of such local Committee. Each local Committee shall re- 
port in writing to the annual meeting, and in the interim, as the 
President may require. 

10. Two Auditors shall be elected at the annual meeting in 
each year, from among the members attending the same; and the per- 
sons so elected shall forthwith examine the accounts of the Secre- 
tary-Treasurer, and report thereon to the meeting, and shall further 
certify to each constituent Society the amount of the pro rata contri- 
bution, if any, required to meet the necessary expenses. 

11. There shall be a President and a Vice-President who shall 
hold office for one year. The President shall be chosen by the 
Council from the elected representatives of the Societies in the fol- 
lowing rotation, namely :— 

The Association of Accountants in Montreal ; 

The Institute of Chartered Accountants of Manitoba ; 

The Institute of Chartered Accountants of Ontario ; 

The Institute of Chartered Accountants of British Columbia ; 
The Institute of Chartered Accountants| of Nova Scotia ; 
The Institute of Chartered Accountants of Saskatchewan ; 

The Institute of Chartered Accountants of New Brunswick ; 

The Institute of Chartered Accountants of Alberta ; 

The Vice-President shall be a representative of the Society next 
in the order of rotation. 

_ 12. The President shall preside at all the meetings of the Asso- 
ciation and Council. In his absence the Vice-President shall exercise 
the office of President. In the absence of the President and Vice- 
President, a chairman, who for the time being, shall be invested with 
the powers of the President, shall be elected by a majority of those 
present entitled to vote and voting. 

13. There shall be a Secretary-Treasurer, who shall hold office 
for one year, and who shall, for reasons of convenience, be chosen 
by the Council from the members of the Society electing the Presi- 
dent, but need not be a member of the Council. His duties shall be 
performed under the direction of the Council, or failing same, then 
under the direction of the President. 

7 
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14. The revenue shall be deposited to the credit of the Associa- 
tion in some chartered bank convenient of access by the Secretary- 
Treasurer for the time being, and shall be withdrawn therefrom only 
by cheque, which shall be signed by both the President and Secre- 
tary-Treasurer. In case of the absence or inability to act of either 
the President or the Secretary-Treasurer, any member of the Council 
may sign in his place. 

15. The President, Vice-President, Secretary and Treasurer, 
shall be ex-officio members of all Committees. 

16. The next Annual Meeting shall be held at Toronto, Ontario 
on the 14th and 15th days of July, 1910. The time and place of hold- 
ing each subsequent Annual Meeting shall be determined by the 
vote of the members at the Annual Meeting next preceding. The 
order of business or other procedure shall, as far as practicable, be de- 
termined by the Council, and announced by mail to each member at 
least three months before the meeting is to take place. The Annual 
Meeting shall include features designed to attract a representative 
attendance of the members. 

17. Meetings of the Association for the transaction of general 
business, the reading of papers and the discussion of questions of 

- interest to the profession, may be held whenever and wherever the 
Council shall deem expedient. At least two weeks’ notice shall be 
given of such meetings. 

18. Special General Meetings of the Association shall be called 
by the President or Council, and by the Secretary, upon the receipt 
of a requisition signed by not less than nine members, of whom at 
least three shall be members of the Council. The said requisition must 
state fully the objects of the said meeting. At least two weeks’ 
notice specifying the special business to be brought forward shall be 
given of such meeting. , 

19. Meetings of the Association may be adjourned from time 
to time by resolution of a majority of the members present; but no 
business shall be transacted at any adjourned meeting, other than 
the business left unfinished at the meeting from which the adjourn- 
ment took place. > 

20. The Council shall, as far as practicable, transact its busi- 
ness immediately before and after the Annual Meeting in each year ; 
but if, in the interim, matters of business shall arise, the consideration 
of which, in the opinion of the President, cannot be deferred until 
the date of the Annual Meeting, it shall be competent for the Presi- 
dent to transmit particulars of same, together with any resolution 
contemplating action thereon, to the members of Council by registered 
post, and if a two-thirds majority of the Council shall, after an inter- 
val of fifteen days thereafter to be allowed for consideration and in- 
terchange of views, signify in writing to the Secretary their approval 
of such Resolution, the same shall have the same force and value 
as if passed at a regular meeting of the Council. 

21. Meetings of Committees shall be called by the chairmen 
thereof respectively upon notice from the Secretary of the Com- 
mittee of the matters referred to them by the Council. Committees 
shall report to the meetings of the Council next following that 
from which the reference was made.. 

At least one day’s notice shall be given of all meetings of 

_ committees. 
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22. The following shall be the order of business at meetings 
of the Council:— 

(a) Minutes. 

(b) Correspondence. | 

(c) Reports of Committees. 
(d) Accounts. 

(e) General Business. 

23. All papers intended to be read at meetings of the Association 
must first be submitted to the Council for their consideration or 
approval, or direction ,or otherwise a two-thirds vote of the members 
present will be necessary for their introduction at any meeting. 

24. Ten shall constitute a quorum for the transaction of bus- 
iness at all meetings of the Association, five at all meetings of the 
Council and a majority of members at all meetings of the Committees. 

25. The proceedings at all meetings shall be governed by the 
rules laid down in Bourinot’s Procedure, except as the By-laws of 
the Association otherwise provide. 

26. At any meeting of the Association two members may 
demand that the voting upon any question before the meeting shall 
be by ballot, and the President shall thereupon appoint two Scrutineers 
for the purpose of taking the vote. 

27. Any member or any aggrieved person may refer to the 
Council, through the Secretary, in writing, charges of default or 
misconduct on the part of a member, or of performing his duty in 
an unskilled or non-professional manner. The Secretary shall forth- 
with furnish copies of same to the Secretary of the Society qualifying 
such member, and in the event that no apvropriate action is taken 
by such Society upon the said charges, within sixty days, the mem- 
bers may be adjuckrel guilty, and his name removed from the list of 
members, and his name shall not be restored until he vindicates him- 
Belf to the satisfaction of the Council. 

28. The membership year shall expire on the 31st day of 
August on each year, upon which day the Annual Subscription for 
‘the coming year shall become due and payable. 

29. The common seal of the Association shall be of a circular 
form and shall contain the words: “The Dominion Association of 
Chartered Accountants, Incorporated 15th May, 1902.” The seal 
shall be in the custody of the Secretary, and shall not be affixed to 
any instrument, deed or other document ,except by order of the 
Council, and in accordance with such regulations as the Council may 

from time to time prescrib.e 
30. The Head Office of the Association shall be at the office of 

the President for the time being. 

31. Nothing contained in these By-laws shall be construed to 
interfere with the formation within the Association of a practising 
class of members who may make rules for their self-government, not 
inconsistent with these By-laws, and promote such objects as they 
may ccnsider desirable in the interests of their class. For the pur- 
poses of such practising class, those members of the Association who, 
at the date of the passing of these By-laws, were known as Fellows, 
shall be deemed to be the practising class herein referred to. 

32. Members-at-large shall pay an annual fee to the Asso- 
ciation of ten dollars. 
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33. For the purpose of amendments and changes in these By- 
laws only, the members-at-large shall have the right of a Society, 
so long as their number exceeds ten. . 

84. Any Provincial Society may withdraw from membership 
by resolution of its Council, and upon sixty day’s notice, provided it 
shall have discharged its financial and other obligations to the Asso- 
ciation . 

35. In the event of any dispute as to the intent or meaning of 
any of these By-laws, or of any By-law which may hereafter be 
made, the interpretation by the Council shall be final and conclusive. 

386. When these By-laws have been passed, no amendment or 
addition thereto shall have any force or effect until adopted by all 
the constituent Societies. 
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ASSOCIATION OF ACCOUNTANTS IN MONTREAL 

Incorporated July 24th, 1880. Amended January 9th, 1897. 

Whereas, James Court, Phillip S. Ross, John Macdonald, Thomas 
Darling, Louis J. Lajoie, John Fair, Alexander Moffatt, David J. 
Craig, Alexander F. Riddell, Arthur M. Perkins, Cleophast Beausoleil, 
Edward Evans, Arthur H. Plimsoll, and others, all accountants, in the 
City of Montreal have petitioned for the incorporation of themselves 
and others, as the Association of Accountants in Montreal, and to 
be invested with certain powers hereinafter mentioned and it is 
expedient to grant their prayer; therefore, Her Majesty by and 
— the advice and consent of the Legislature of Quebec, enacts as 
ollows: 

1. The aforesaid persons and others already associated with 
them, and all those who may hereafter become associated with 
them, are constituted a body politic and corporate, by the name of 
the “ Association of Accountants in Montreal.” 

2. The objects of the corporation are to promote the efficiency 
and usefulness of its members and to afford opportunity for giving 

ression to their opinions upon all questions bearing upon or 
affecting their calling. 

3. The corporation shall make by-laws for its government, the 
carrying out of its objects and for the qualifications and admission 
of its members; but such by-laws shall only have force and effect 
after having been confirmed by the Lieutenant-Governor in Council. 

“4. The amount to be paid by a member on his “ admission 
shall not exceed fifty dollars, and “the amount of the annual sub- 
scription shall “not exceed twenty dollars.” (As amended January 
9th, 1897). 

5. The affairs, business and concerns of the corporation shall be 
managed by a president, a first and second vice-president, a com- 
mittee constisting of four members, a secretary and a treasurer, the 
same person being eligible for both of the last mentioned offices; 
and such other officers and number of committee, as may be provided 
by the By-laws all of whom shall be members of the Association, 
and shall be elected annually at such time and place as may be pro- 
vided by the by-laws; all vacancies which may occur in the Council 
by death or otherwise shall be filled by the council and a majority of 
the number of the said council, or such other number as may be 
established by the by-laws, shall constitute a quorum for the 
transaction of business. 

6. The said James Court, Phillip S. Ross, John Macdonald, 
Thomas Darling, Louis J. Lavoie, John Fair, Alexander Moffatt, David 
J. Craig, and Alexander F. Riddell shall be the council of the Asso- 
ciation until others under the provisions of this Act shall be elected 
in their place. 

7. No member or office-holder shall in any manner be liable to, 
or charge with, the payment of any debt or demand due by the Asso- 
ciation beyond the amount of his unpaid subscription. 

8. An annual meeting shall be held for the election of the 
Council of the Association, and for such other business as may be 
brought before such meeting, at such time and place and under 
such regulations and notices as the by-laws of the Association shall de- 
termine ; but in case of any accident, failure or neglect to hold 
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such general election, the old officers shall continue to act until the 
mext general election or until such other period as may be provided 
for in the by-laws. 

9. The corporation may admit as members such persons as it 
sees fit; and the corporation may expel any member for misconduct . 
and violation of the rules and by-laws of the Association on com- 
plaint or after enquiry; and for that purpose the council shall 
have power to examine and hear the parties and their witnesses on 
oath, which oath the president of the council or other officer of the 
Association, presiding at such enquiry shall have power to adminis- 
ter. Members of the corporation only shall be entitled to use the 
designation of “Chartered Accountant.” 

10. At any annual or regular general meeting of the Associa- 
tion any number of members present shall form a quorum and at spec- 
ial general meetings one-third of the members on the rall of the 
Association at the time shall form a quorum, and shall be competent 
to do and perform all acts which, either by this Act or by any By- 
laws of the Association, are or shall be directed to be done at all such 
meetings. 

“11. The Council of the Association may establish a tariff of 
fees for services rendered by Chartered Accountants and may, from 
time to time, amend the same; such tariff and the amendments there- 
to shall only have force and effect upon and after its or their approval 
by the Lieutenant-Governor in Council.” (New section, January 9th, 
1897). a 

“12. Such tariff shall fix and determine the amounts which may 
be recovered by chartered accountants for services performed by 
them as such ; and no greater sum may be recovered by them.” (New 
section, January 9th, 1897). 

THE ASSOCIATION OF ACCOUNTANTS IN MONTREAL 

By-Laws 

1. These By-laws made under the Act of Incorporation of the 
Association of Accountants in Montreal, assented to on the 24th day 
of July 1880, and amendment thereto, assented to on the 9th day of 
January 1897 (in these By-laws referred to as the Acts of Incorpora- 
tion) shall come into operation on the First day of June, 1921, or so 
soon as they are confirmed by the Lieutenant Governor in Council. 

2. Every member of the Association shall have the right to use 
the designation “ Chartered Accountant” and may use after his name 
the initials “C.A.” 

Membership 

8. Any person, not under twenty-one years of age, who shall 
be certified by three members of the Association as being of good 
moral character and habits, and who shall have passed the prescribed 
examination to, the satisfaction of the Examining Committee and the 
Council as to his professional attainments and experience, shall be en- 
titled to become a member of the Association. 

4. Members of recognized sister Associations who are in good 
standing and practising as Public Accountants, or employed by 
firms of which at least one member is a member of this Association 
or of a recognized Sister Association and who have carried on business 
or who have resided in the Province of Quebec for at least twelve 

months immediately preceding the date of their application for admis- 
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sion to membership of the Association may, at the discretion of the 
Council, be admitted if approved by a majority vote of the members 
of the Association present at a General or at a Special Meeting 
called for the purpose, the nanies of all candidates to be mentioned 
on the notice calling the meeting. 

5. It shall be competent for the Council to recommend for ad- 
mission as a member any person who has been practising as a Public 
Accountant for at least ten years in the Province of Quebec who shall 
be recommended by three members of the Association (not being 
members of the Council) and regarding the qualification and position 
of whom the Council shall have satisfied themselves by such examina- 
tion as they deem necessary providing always that in order to entitle 
to admission the application and the Council’s recommendation— 
which shall be in the form as prescribed by the rules—must be sub- 
mitted to a Quarterly General Meeting of the Association and receive 
the approval of at least three-fourths of the members present thereat, 
due notice having been given in the circular calling the meeting of 
the intention of the Council to recommend such application. 

6. Every member, when elected, shall be entitled to receive a 
certificate of membership in respect of the year to which the first 
subscripton paid by him applies, and shall, so Jong as he remains a 
member of the Association be entitled to hold the said certificate. 

7. Every certificate issued to a member shall be in such form 
as the Council may from time to time determine and shall be the 
property of the Asgociation, and, in the event of cessation of mem- 
bership, shall be returned to the Council, and shall be recoverable on 
demand, unless the Council shall assent to its remaining in the 
possession of the member. 

8. Any member, provided he is not under liability to the Associa- 
tion, shall be entitled to resign his membership on giving notice in 
writing of his intention to do so, accompanied by his certificate of 

_ membership. 

9. Any member whose fees are not paid within six calendar 
months after the date when fees for the year next following have be- 
come due and-payable, may be deemed to have thereby terminated 
his membership, and the Council may direct that his name be re- 
moved from the register. Such person may be re-admitted upon such 
terms as the Council shall approve. 

10. Members practising in partnership with any person or per- 
sons who are not entitled to use the designation “Chartered Ac- 
countant ” shall not permit the partnership or firm to be described as 
“ Chartered Accountants ” and member so doing after notice shall ipso 
facto cease to be a member. Any person named in connection with 
such partnership by advertisement or otherwise shall be deemed a 
partner for the purpose of this by-law. 

11. No member shall engage in any business, profession, or em- 
ployment, or adopt any form of advertising or sn ay 3 business 
which in the opinion of the Council is objectionable in a member of 
this Association. The Council shall have power to suspend such 
member or to cancel his membership in the Association. 

12. In order to maintain the discipline and honour of the Asso- 
ciation the Council shall have power. 

1. By Special Committee or otherwise, to enquire into, hear and 
pronounce upon, any complaint made against any member of the 
said Association by another member charging him with any breach 
of discipline or any action derogatory to the honour of the said As- - 
sociation, and, after hearing the parties and their witnesses on oath, 
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may by a majority vote of three-fourths of the members of the 
Council personally present at any meeting specially called to consider 
such charge, declare the same to be well founded and thereupon pro- 
ceed by a like vote to suspend such member in the terms and for a 
time to be fixed by the said resolution and sentence, or expel him 
from the Association at the discretion of the Council, and such 
member shall, during the term of such suspension, or after such sen- 
tence of suspension, forfeit all claim, benefit or privilege, upon said 
Association, or the funds thereof. 

2. To prevent, reconcile, and settle all differences between the 
members of the Association, concerning professional matters. 

3. To prevent, hear reconcile and determine, all complaints and 
claims made by third parties against members of the Association in 
matters connected with their professional duties (and in respect to 
these, and the last preceding clause determined by a three-fourths 
vote, the decision of the Council shall be final). 

4. To make and establish Rules to regulate all matters referred 
to in the present section and especially to determine and declare what 
shall constitute a breach of discipline or be considered an offence dero- 
gatory to the honour of the Association, and to determine the time 
and manner of the trial for such offence, the nature, character and 
extent of the penalty to be inflicted, and generally all Rules necessary 
to carry into effect the full intent and meaning of the present section 
and the objects of the Association, which Rules shall be subject to 
the provisions of the section next following. 

13. Any person ceasing to be a member of the Association from 
any cause whatever, shall not, nor shall his heirs or legal representa- 
tives have any interest in, or claim on or against the funds and pro- 
perty of the Association. 

Officers 

14. The Association shall be managed by the following Office- 
Bearers, viz: a President, a First and a Second Vice-President, a 
Committee consisting of at least four members, a Secretary and a 
Treasurer, the same person being eligible for both of the last men- 
tioned offices, and these Office-Bearers shall constitute the Coun- 
cil of the Association. The Association may, from time to time, by 
resolution adopted at any General or Special Meeting, increase the 
number of the Committee of the Council to not more than ten. 

Two members of the Association, not members of the Council, 
shall be elected Auditors at the Annual Meeting for the ensuing year. 
The Auditors shall examine all books of account, vouchers, balance 
sheets and other financial documents of the Association and report 
thereon to the members at the Annual Meeting, and to the Council 
at least three days before the date of the Annual Meeting. 

15. In the event of any vacancy occurring among the Office- 
Bearers during the interval between one Annual General Meeting and 
another, such vacancy shall be filled by the Council, who shall also 
provided, by interim appointments for the case of the Secretary or 
Treasurer, being prevented from performing his duties, and any 
member so appointed ad interim shall be vested with the same rights 
as the member he replaces. 

16. The Secretary shall conduct the correspondence, notify mem- 
bers of the Association and Council of all meetings to be held, record 
proceedings thereat, keep a register of the members with their ad- 
dresses, see that the applications for examination and for member~ 
ship and the references accompanying the same are in the form 
prescribed, make the necessary investigations in respect thereto, 
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send all required notices to the members of the Association and of 
the Council, and perform such other duties as the Council may direct. 

17. The Treasurer shall receive the fees, subscriptions and other 
monies accruing to the Association and deposit them in a Chartered 
Bank to the credit of the Association. The Treasurer shall dispose of — 

' the funds as the Council may direct and shall draw and sign all 
cheques, keep correct accounts, prepare proper financial statements 
at the termination of each Association year (May 31st) and perform 
such other duties as the Council may direct. 

18. All cheques shall be countersigned by the President or a 
Vice-President and all diplomas and Certificates shall be signed by 
the President (or in his absence by a Vice-President) and by the 
Secretary, and attested by the seal of the Association. 

19. The Council shall have control of the affairs of the Asso- 
ciation and shall perform the duties specially assigned to them by 
these presents. 

20. The President, Vice-Presidents and Committee shall act 
gratuitously but the Secretary and Treasurer, Auditors and Examina- 
tion Board may be remunerated and their remuneration shall be 
fixed by the Association at a Regular General Meeting. 

Nomination 

21. The Office-Bearers shall be elected annually at the Annual 
General Meeting of the Association. Nomination of candidates for 
election as Office-Bearers shall be in writing signed by two members 
of the Association in good standing and must be lodged with the 
Secretary at least twenty-one days before the date of the Annual 
Meeting. The Secretary shall notify the members by letter of the date 
when nominations are due, at least ten days b2fore said due date, 
and he shall in said notice state the names of all Office-Bearers indi- 
eating those not eligible for re-election to the same office. 

Election 

22. The Secretary shall send a list of these Nominotions to each 
member entitled to vote, addressed to his last known Post Office ad- 
dress, at least fifteen days before the date of the meeting. No officer — 
except. the Secretary or Treasurer can be elected to the same office 
for more than two consecutive years. Such elections shall be by bal- 
lot but members absent from the City on the day of the Annual Meet- 
ing may record their votes by making a cross opposite the names 
of the parties they vote for, and lodge the nomination paper so mark- 
ed in a sealed envelope endorsed “ Official Ballot” with the Secretary 
up to 12 o’clock noon on the day of the Annual Meeting. ; 

23. The Council may from time to time appoint Committees for 
the purpose of facilitating business under consideration of the 
Council. The President and First Vice-President shall be ex-officio 
members of all committees. 

The Council may from time to time appoint any three or more 
members of the Association in good standing, or a Trust Company, to 
act as trustee of any property belonging to or under the control of the ° 
Association. 

24. The Council may appoint a Committee on membership, whose 
duty it shall be to report to the Council when required upon all mat- 
ters affecting the conduct and standing of members and students. 

25. The Council shall appoint annually a Committee of not less 
than three, to be know as the Board of Examiners, whose duty 
shall be to make the necessary arrangements for examination, to ap- 
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point examiners and to report to the Council the result of the exam- 
inations of the Association. 

26. The Council may at any time by special resolution remove 
any Member of the Board of Examiners and may by resolution ap- 
point another member in his place. 

27. When five or more members reside in any town they may be- 
come a local Committee, and, as such, organize by electing a Chair- 
man and Secretary, for the purpose of considering and making such 
recommendations to the Council of the Association as they may deem 
advisable, and the fact of such organization havinig been completed is 
to be communicated to the Secretary of the Association. 

Meetings 
28. The Annual General Meeting of the Association shall be 

held in June of each year or at such time and place as the Council 
may determine at which the Office-Bearers for the following year 
shall be elected, the accounts for the year submitted duly audited and 
general business and interests of the Association discussed. At least 
seven days’ notice of the meeting shall be given, by ordinary mail. 
The Association year shall close as of May 31st. 

29. Quarterly General Meetings of the Association for the pur- 
pose of electing members and the transacting of general businesg 
shall be held in the months of September, December, March and June 
at such time and place as may be determined by the Council, that of 
June being considered as the Annual Meeting. At least seven days’ 
notice shall be given by ordinary mail. 

30. Special General Meetings of the Association for any purpose 
bearing upon its interests shall be called by the President at the re- 
quest of the Council or after the receipt of a requisition signed by 
not less than ten members. At least one week’s notice specifying the 
special business to be brought forward shall be given of such meet- 
ing. 

31. Meetings of the Association may be adjourned from time 
to time by resolution of a majority of the members present ; but no 
business shall be transacted at any adjourned meeting other than 
the business left unfinished at the meeting from which the adjourn- 
ment took place. 

82. Council Meetings shall be held monthly on the first Tuesday 
of each month or on such day and at such place as the President may 
determine for the transaction of regular business of the Association, 
three days’ notice by ordinary mail being given by the Secretary. 

: 33. Special Meetings of the Council shall be called by the Secre- 
tary on request of the President or of ‘three members of the Coun- 
cil. Twenty-four hours’ notice shall be given by the Secretary. 

Chair 

84. At all meetings of the Association and of the Council the 
President, and in his absence, the First Vice-President, and in the ab- 
sence of both, the Second Vice-President, if present, shall be chairman, 
and in their absence, the chairman shall be elected by the meeting. 

Quorum 
35. At the Annual or at any Regular Meeting of the Association 

any number of members shall form a quorum, and at Special General 
Meetings of the Association one third of the members in good stand- 
ing on the Roll of the Association at the time shall form a quorum, 
and the majority of those present shall rule. In case of a tie, the 
— in addition to his vote as a member, shall have a casting 
vote, 
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At the Regular Monthly Meeting of the Council and at any spec- 
ial meetings of the Council, four members present shall constitute a 
quorum. Vote 

86. At any meeting of the Association, Council or Committees, 
two members may require that the voting upon any question before 
the meeting shall be by ballot, and the Chairman shall thereupon ap- 
point two Scrutineers for the purpose of taking the vote. 

In the case of a tie, in voting, in addition to his own vote, the 
Chairman shall have the right to have a casting vote. 

87. Except at Council Meetings and in all cases where personal 
representation is required by these By-laws, members may be repres- 
ented at all meetings by proxy, provided such proxy is in favor of a - 
member in good standing of the Association and specifies the meeting 
at which it is to be used. 

38. No member whose subscription to the Association is in ar-. 
rears for six months shall be entitled to attend or vote at any meeting 
of the Association. 

Students in Accounts 
39. Any person not under seventeen years of age residing in the 

Province of Quebec being employed as a clerk to a practising Chart- 
ered Accountant, may apply to the Council to be registered as a 
Student-in-Accounts. Every such applicant shall furnish evidence in 
such form as the Council may direct as to his age, occupation and 
character. 

40. A registered student shall not be entitled by reason of such 
registration alone to exemption from any requirements as to age, 
character, experience or educational qualification that would other- 
wise be applicable to his case, as an applicant for examination. 

41. Students may form a society for the better advancement of 
their studies and professional knowledge, and for the purpose of 
making recommendations affecting their joint interests for the con- 
sideration of the Council, but all rules or regulations or acts of self- 
government of such society shall only have force or effect when the 
same shall have been approved by the Council, and shall be subject to 
revision and amendment as the Council may see fit. 

Examinations 

42. The Council shall hold examinations each year in the City 
of Montreal, which shall be designated respectively, the Primary, 
Intermediate and Final Examinations. 

48. The Council shall from time to time, as may be experient 
provide facilities for holding examinations elsewhere, concurrently 
with the examinations held in the City of Montreal, but no such exam- 
inations shall be held outside of the Province of Quebec. 

44. Notices shall be sent in each year to students (or registered 
students) of the time and places of holding the examinations, at least 
fifteen days prior to the examinations. 

Primary Examinations 

45. Any person, not under seventeen years of age, may apply 
to the Council to be examined in the Primary Examination. 

46. The Primary Examinations are intended to serve as a test 
of the Student’s general education and shall be conducted in the fol- 
lowing subjects or such variations or modifications thereof as the 
Council may. from time to time deem expedient, 

English Arithmetic 
French Algebra 

and any one of he following— 

GEOMETRY, HISTORY OR GEOGRAPHY. 
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47. Any student who has passed the Primary Examination of 
any Sister Society shall be entitled to exemption from the Primary 
Examinations. 

48. The Council shall make further rules and regulations with 
respect to the Primary Examinations and exemptions therefrom as 
may from time to time seem expedient or necessary, and such rules 
and regulations for the time being shall be read with and form a part 
of this By-law, and be published in the Year Book of the Association. 

Intermediate Examinations 

49. Any person not under nineteen years of age, residing in the 
Province of Quebec for at least six months may apply to the Council 
to be examined in the Intermediate Examination. 

(a) Who being a registered student has completed two years’ 
service in the office of practising Chartered Accountants ; or 

(b) Who has completaed three years’ service in the office of Pub- 
lic Practising Accountants ; or 

(c) Who has had three years’ continuous practice as a Public 
Accountant in the Province of Quebec. 

After 30th November, 1923, candidates must produce with their 
application a certificate of having passed the Primary Examination of 
the Association or of a recognized Sister Society. 

Where the candidate has a Canadian or British University degree 
he shall be entitled to a reduction of one year’s service. 

The Royal Miltary College at Kingston shall be held to be a 
University under this Section. 

Where a candidate has served overseas with the Allied Forces in 
the Great War he shall be required to serve only one year with a 
member of the Association immediately prior to his application for 
examination. 

50. The Intermediate Examination shall include the following 
subjects : 

1—Arithmetie (Advanced) 
2—Book-keeping and Accounts 

3—Auditing 

4—Statute Law (Elementary) 

51. Any student who has passed the Intermediate Examination 
of a recognized Sister Society shall be entitled to exemption from the 
Intermediate Examination. 

52 The Council shall make such further rules and regulations 

with respect to the Intermediate Examinations and exemptions there 

from as may from time to time seem expedient or necessary, and 

such rules and regulations for the time being shall be read and form 

a part of this By-law, and be published in the Year Book of the As- 

sociation. 
Final Examinations 

58 Any person not under Twenty-one years of age, residing in 

the Province of Quebec, may apply to the Council to be examined in 

the Final Examination : 

(a) Who being a registered student has passed the Intermediate 

Examination of the Association or of any recognized Sister 

Society, and who has completed four fyears’ service in the 

offices of practising Chartered Accountants. In the event of 

change of residence to outside the Province, the student 

must apply for examination within two years thereafter ; or 
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(b) Who has passed the Intermediate Examination, and who has 

comp‘eted Five years’ service in the offices of Public Practis- 
ing Accountants, two years of which shall be the two years 

immediately preceding ; or 

(c) Who has passed the Intermediate Examination of the Asso- 

ciation or of any recognized Sister Society and who has had 

Five years’ continuous practice as a Public Accountant in the 

Province of Quebec, two years of which practice shall be the 

two years immediately preceding. 

If a candidate has a Canadian or British University degree, he 

shall be entitled to a reduction of one year’s service. 

The Royal Military College at Kingston shall be held to be a 

University under this Section. 

Where a candidate has served Overseas with the Allied Forces in 

the Great War, he shall be entitled to a reduction of one year’s ser- 

vice. In no case shall more than one year’s exemption te allowed. 

54. The Final Examiraiion shall include the following subjects : 

1—Book-keeping and accounts 
2—Avditing 

8—Business Investigations 

4—Statute Law 

5—Political Economy 

55 The Council shall make such further rules and regulations 
with respect to the Final Examinations and admission as may from 
time to time seem expedient of necessary, and such rules and regula- 
tiions for the time being shall be read with and form a part of this By- 
law, and be published in the Year Book of the Association. 

Fees 
56. Every candidate whom the Council shall refer for examina- 

tion shall, before such examination takes place, pay the following or 
such fees as he Council may fix from time to time. 

For the Primary Examination........ $15.00 

For the Intermediate Examination........ 20.00 

For the Final Examination........ 25.00 

57. Subject to provisions of the Charter or Amendment thereto 
the admission and Annual fees shall be as follows ; or such fees as 
the Council may fix from time to time: 

(a) Every person who shall be admitted a member shall there- 
upon pay an entrance fee of Fifty Dollars ($50) or such fee 
as may be fixed by the Charter or by the Council. 

(b) Every member shall pay on the first day of June in each 
year for the year then ensuing a fee of Twenty Dollars 
(20), or such less amount as may be recommended by the 
Council approved by the Association. 

Miscellaneous 

58. A member who has been suspended or expelled by decision 
of the Council, for any cause, shall have the right to appeal against 
such decision, provided within Thirty days after he has been notified 
of the decision, he files with the Secretary of the Association a notice 
of appeal and with such notice specifies the reasons for such appeal. 
Upon receipt of such notice, the Secretary shall forthwith call a Spec- 
ial General Meeting of the Association to deal with the appeal. If at 
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such Special Meeting three-fourths of the members, personally pres- 
ent thereat, vote for ia reversal of the decision or for an amendment of 
the penalty, such reversal or amendment shall become effctive ; but 
failing the securing of such vote the decision of the Council shall 
stand. 

59. In the event of any dispute as to the intent or meaning of 
any of these By-laws or of any By-laws which may hereafter be made, 
the interpretation of the Council shall be final and conclusive. 

60. All former By-laws of this Association are hereby repealed. 

61. The foregoing By-laws may be altered, amended or added to, 
provided the alterations, amendments or additions, are in the first 
place approved by the Council, and thereafter, adopted by a General 
or Special General Meeting of the Association, and confirmed by the 

- Lieutenant-Governor in Council. 

APPROVED by His Honor, the Lieutenant-Governor in Council 

by Order in Council dated 19th July, 1921, No. 13857. 

YEAR 1920-21 OFFICERS OF THE ASSOCIATION 

PRESIDENT :—James Hutchison, 80 St. Francis Xavier St. 

Montreal. ® 

ist VICE-PRESIDENT :—J. A. Grant, 142 Notre Dame St. iW. 

Montreal. 

2nd VICE-PRESIDENT:—<A. B. Brodie, 145 St. James Street, 

Montreal. 

_SECRETARY-TREASURER:—Ribert Wilson, Jr., 109 Board of 

Trade Building, Montreal. 

COUNCIL:—David S. Kerr, 232 St James Street, Montreal 

F, W. Sharp, 511 Power ‘Building, Montreal. 

J. A. Larue, 126 St. Peter Street, Quebec, P. Q. 

A. Cross, 142 Notré Dame St. W. Montreal. 
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LIST OF MEMBERS 

ASSOCIATION OF ACCOUNTANTS IN MONTREAL 

Name July 26, 1921. 

Apedaile, J. L., Price Brothers, Quebec, P. Q. 

Baker, C. W., 90 Commercial Union Bldg., Montreal. 
Baker, E. M., 117 Church Street, Windsor, Ont. 
Ballantyne, A., 277 Beaver Hall Hill, Montreal. 
Bennett, E. J., 1528 Bank of Hamilton Bldg., Toronto. 
Birnie, J. G., 90 Commercial Union Bldg., Montreal. 
Blackstone, F. Gordon, 142 Notre Dame Street, W. Montreal. 
Boulet, J. Wilfred, 126 St. Peter Street, Quebec. 
Brimacombe, Lewis, 180 St. James Street, Montreal. 
Brodie, A. B., 608 Dominion Express Building, Montreal. 
Burden, G. S., 80 St. Frs. Xavier Street, Montreal. 

Campbell, S. R., 142 Notre Dame Street, W. Montreal. 
Cing Mars, A.., 50 Notre Dame Street, W. Montreal. 
Clague, J. A., ‘Sun Life Assurance Company, Montreal. 
Clapperton, H. D., 80 St. Frs. Xavier Street, Montreal. 
Cole, A. W., 157 St. James Street, Montreal. 
Cole, Ernest C., 37 Belmont Street, Montreal. 
Cote, Leon, 17 St. James Street, Quebec. 
Cross, A., 142 Notre Dame Street, W. Montreal. 
Currie, G .S., 179 St. James Street, Montreal. 
Cushing, L., 80 St. Frs. Xavier Street, Montreal. 

Davenport, Geo., Room 200, 103 St. Francis Xavier St. Montreal. 
Dever, J. M., Riddell, Stead, Graham & Hutchinson, Montreal. 
Dempster, James, 511 Power Building, Montreal. 
Dickson, W. F., Endicott Johnson Corporation, Endicott, N.Y. 
Dowie, L. A., 10 Adelaide Street, E. Toronto, Ont. 
Durnford, Geo., 189 St. James Street, Montreal. 

Edwards, H. P., 10 Adelaide Street, E. Toronto, Ont. 

Ferrie, Richard, 802 Royal Bank Building, Toronto, Ont. 
Fisk, A. K., 263 St. James Street, Montreal. 

Gagnon, P. A., 316 Quebec Bank Bldg., Montreal. 
Graham, J. Maxtone, 34 Charlotte Square, Edinburgh, Scotland. 
Grant, J. A., 142 Notre Dame Street, W. Montreal. 
Gowan, A. A., 17 St. John Street, Montreal. 

Hill, M. S. Temple, 235 Board of Trade Building, Montreal. 
Hodgson, C. A., 80 St. Francis Xavier Street, Montreal. 
Hodgwion G. W. 511 Power Building, Montreal. 
Hope, A. E. M., 263 St. James Street, Montreal. 
Hunter, Geo. R., 80 St. Francis Xavier Street, Montreal. 
Hutchison, James, 80 St. Francis Xavier Street, Montreal. 
Hyde, John, 18 St. Alexis Street, Montreal. 

Jones, W. S., 187 McGill Street, Montreal. 
Jones, G. McCarthy, 637 Union Avenue, Montreal. 

Keddie, J. M., Anglo-Nfld Development Co. Ltd. Grand Falls, Grand 

Falls, Nfld. 
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Kerr, David S., 232 St. James Street, Montreal. 

Kent, Leonard, 180 St. James Street, Montreal. 

King, Harold, 591 St. Catherine Street, W .Montreal. 

Kingan, G. B., 120 St. James Street, Montreal. 

L’Heureux, J. A., 296 St. Paul Street, W. Montreal. 

Labelle, J. Z., Ste .Therese de Blanville, Que. 

LaRue, J. A., 126 St. Peter Street, Quebec, P. Q. 

MacIntosh, P., 157 St. James Street, Montreal. . 
Marwick, J. A., 366 Madison Avenue, New York City. 
McDonald, G. C., 179 St. James Street, Montreal. 
Midgley, H. E., 103 St. Francis Xavier Street, Montreal. 
Mitchell, A. F., 69 St. Francis Xavier Street, Montreal. 
Mundell, W. J., 27 Alloway Avenue, Winnipeg, Manitoba. 
Murray, J. R. Jr., 241 Clark Avenue, Westmount. 

Parenteau, L. C., 103 St. Francis Xavier Street, Montreal. 
Paterson, C. A., 157 St. James Street, Montreal. 
Patterson, John, 80 St. Francis Xavier Street, Montreal. 
Payne, Gordon S., 232 St. James Street, Montreal. 
Peckham, S. Brittain, 142 Notre Dame Street, W. Montreal. 
Peel, Edwin, 1001 Wilder Building, Montreal. 
Piper, H. S. T., 18 Vendome Avenue, Notre Dame de Grace. 
Plimsoll, A. H., 210 Milton Street, Montreal. 
Probyn, Percival, 145 St. James Street, Montreal. 
Rathie, A. H., 470 Granville Street, Vancouver, B.C. 
Rathie, W. W., 120 St. James Street, Montreal. 
Riddell, A. F., 80 St. Francis Xavier Street, Montreal. 
Ritchie, C. F., 211 McGill Street, Montreal. 

Robertson, A. S., 128 Bleury Street, Montreal. 
Robertson, D. B., 157 St. James Street, Montreal. 
Robinson, H. Malcolm, 17 St. John Street, Montreal. 
Ross, A. F. C., 142 Notre Dame Street, Montreal. 
Ross, J. G., 142 Notre Dame Street, Montreal. 
Ross, J. W., 142 Notre Dame Street, Montreal. 
Ross, R. C., P. O. Box 1013 Wellington, New Zealand. 

Scott, Gordon W., 142 Notre Dame Street, W. Montreal. 
Sharp, F. W., 511 Power Building, Montreal. 
Skelton, C. Harold, 263 St. James Street, Montreal. 
Smibert, Alfred, 80 St. Francis Xavier Street, Montreal. 
Schurman, R., 189 St. James Street, Montreal. 
Smith H. Meredith, 180 St. James Street, Montreal. 
Stead, A. C., 80 St. Francis Xavier Street, Montreal. 
Stevenson, A. W., 263 St. James Street, Montreal. 
Stevenson, R. C., 263 St. James Street, Montreal. 

Trudel, Eugene, 126 St. Peter Street, Quebec. 
Tansley,, Gordon, 205 St. James Street, Montreal. 
Thompson, W. Garth, 277 Beaver Hall Hill, Montreal. 
Turnbull, F. Martin, 511 Power Building, Montreal. 
Turville, Frank P., 17 St. John Street, Montreal. 

Webb, Herbert J., 83 Craig Street, Montreal. 
Wilson, Robert, Jr., 109 Board of Trade Building, Montreal. 
Wilson, W. S., 83 Bank of Ottawa Bldg., Montreal. 
Wurtele, E. F., 369 University Street, Montreal. 
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THE INSTITUTE OF CHARTERED ACCOUNTANTS OF ONTARIO 

INCORPORATED BY 46 VICTORIA, CHAPTER 52. 

(Assented to February 1st, 1883). 

and 

1 GEORGE V., CHAPTER 48, 1911. 

THE CHARTERED ACCOUNTANTS ACT 

His Majesty, by and with the advice and consent of the Legislative 
Assembly of the Province of Ontario, enacts as follows : 

1. This Act may be cited as the Chartered Accountants Act. 
2. The Institute of Chartered Accountants of Ontario, is con- 

tinued. 

3.—(1) The Institute may purchase, take and acquire for the 
purposes of the Institute, but for no other purpose, and after acquiring 
the same may sell, mortgage, lease or dispose of any real estate. 

(2) The Institute may receive,manage and invest voluntary 
contributions and donations from members or others as a benevolent 
fund for the benefit of needy members or their families and the 
families of deceased members 

4. The objects of the Institute shall be to promote and increase 
the knowledge, skill and proficiency of its members in all things re- 
lating to the business or profession of an accountant, and to that end 
to establish classes, lectures and examinations, and to prescribe such 
tests of competency, fitness and moral character as may be thought 
expedient to qualify for admission to membership. 

5. There shall be a Council of the Institute hereinafter called 
the Council, which shall consist of fifteen members, of whom not less 
than two-thirds shall be public accountants, residing and practising 
within Ontario. 

6. (1) An annual meeting shall be held for the election of the 
Council, and for such other business as may be brought before the 
meeting, at such time and place and under such regulations and after 
such notices as shall be determined by the by-laws of the Institute, 
and in default of such election being held at the proper time the exist- 
ing Council shall continue to act until their successors are elected. 

(2) Nominations of candidates for election to the Council shall 
be in writing, signed by two members of the Institute, and shall be 
lodged with the Secretary at least fourteen days before the date of 
the annual meeting. 

(3) A voting paper containing the names, alphabetically arrang- 
ed, of the persons nominated shall be sent by mail to each member in 
good standing at least ten days before the date of the annual meeting. 

(4) The voting paper shall be signed by the voter and shall be 
lodged with the Secretary on or before the day of the annual meeting, 
and the Council shall be elected by means of such voting papers, 
whether the members voting be present at or absent from the annual 
meeting. 

(5) All vacancies -vhich occur in the Council by death or other- 
we in sy interval between two annual meetings, shall be filled by 

e Council. 
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7. The Council shall elect from among its number a President, 
two Vice-Presidents, a Secretary and a Treasurer (the same person 
being eligible for both the last mentioned offices), and shall appoint a 
rig ath oan such other officers as may be provided for by the by- 
aws. 

8. The Council may fix an entrance and annual fee or sub- 
scription to be paid by all members, and may vary the amount there- 
of from time to time. 

9. (1) The Council may make by-laws for carrying out the ob- 
jects of the Institue, but no such by-law or any amendment thereto 
shall have force or take effect until it has been approved at an annual 
meeting of the Institute, or at a special general meeting called to con- 
sider the same. 

(2) Any such by-law may be annulled by the Lieutenant-Govern- 
or in Council. 

10. The Council may, 

(a) Prescribe a curriculum of studies to be pursued by the stu- 
dents ; 

(b) Determine as to the fitness and moral character of persons 
applying to be examined ; 

(c) Prescribe the subjects upon which candidates for certificates 
of competency shall be examined ; 

(d) Fix standards of skill and competency ; 

(e) Establish a scale of fees to be paid by persons applying for 
examination ; 

(f) Appoint examiners, define their duties and fix their remun- 
eration, and 

(g) Make such rules and regulations (not contrary to the pro- 
visions of this Act or the by-laws of the Institute) in respect 
to examinations as may be expedient. 

11. The Council shall hold examinations at least once in each 
year. 

12. The Council shall by by-law prescribe the conditions upon 
which persons who have passed the examinations of other corporate 
bodies having the same or similar objects, may be admitted as mem- 
bers of the Institute, and such conditions shall be reasonable and sub- 
ject to amendment by the Lieutenant-Governor in Council, and if the 
Council omits to pass such a by-law, the Lieutenant-Governor in 
Council may prescribe such conditions. 

13. The Institute may establish lectures and classes of students 
in accounts, and ,subject to the approval of the Lieutenant-Governor 
in Council, may make arrangements with any University or College 
in Ontario for the attendance of students in accounts at such lectures 
or classes in such University or College as may come within 
the course of subjects prescribed by the rules, by-laws, and regulations 
of the Institute, and may agree with any such University or College 
for the use of any library or museum or property belonging to or un- 
der the control of such University or College, and may affiliate with 
any stach University or College, and may enter into all arrangements 
necessary for that end, upon such terms as may be agreed upon. 

14. The membership of the Institute shall consist of two classes, 
namely, Fellows and Associates. 

15. Every member of the Institute shall have the right to use 
the designation “ Chartered Accountant,” and may use after his name, 
if he is a Fellow, the initials “F.C.A.,” signifying “Fellow of the 
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Chartered Accountants,” and if he is an Associate the initials 
“A.C.A.” signifying “ Associate of the Chartered Accountants.” 

16. Persons who have rendered conspicuous services to the In- 
stitute, either in the advancement of its educational objects or its 
zeneral welfare or by material contributions to the library or other 
funds of the Institute, may by the unanimous vote of the members 
present at any meeting of the Institute, be elected to honorary mem- 
bership therein, but honorary membership shall not confer the right to 
use the designation “ Chartered Accountant,” or to be elected to the 
Council or to vote. 

17. (1) No person shall be entitled to take or use the designa- 
tion “ Chartered Accountant” or the initials “ F.C.A.,” “ A.C.A.,” or 
“C.A.,” either alone or in combination with any other words, or any 

‘name, title, or description implying that he is a chartered accountant 
or any name, title, initials or description implying that he is a certi- 
fied accountant or an incorporated accountant, unless he is a member 
of the Institute in good standing and registered as such. 

(2) Any person who contravenes any of the provisions of this 
section shall incur a penalty not exceeding $25 for each offence re- 
coverable under The Ontario Summary Convictions Act. 

(3) This section shall not apply to those persons who, being 
members in good standing of the Dominion Association of Chartered 
Accountants on the 16th day of December, 1909, were on that day en- 
titled to membership in the Institute or to apply therefor. 

18. (1) The Council shall cause to be kept by the Secretary or 
Registrar, a register in which shall be entered in alphabetical order the 
names of all members in good standing; and those members only 
whose names are entered in the register shall be deemed entitled to 
the privilege of membership in the Institute; and such register shall 
at all times be subject to inspection by any person free of charge. 

(2) Such register, or a copy of the same duly certified by the 
Secretary or Registrar, shall be prima facie evidence in all courts and 
before all persons that the persons whose names are entered therein 
are members of the Institute in good standing, and the absence of the 
name of any person from such register shall be prima facie evidence 
that such person is not a member of the Institute. 

19. The Institute may by by-law provide for the suspension or 
expulsion, on complaint and after due enquiry of any member for 
misconduct or for violation of the rules or by-laws of the Institute. 

20. Nothing in this Act shall effect or interfere with the right 
of any person not a member of the Institute to practise as an account- 
ant in Ontario, nor with the right of any person, not residing or hav- 
ing an office therein, to use any designation as accountant. 

21. Chapter 62 of the Acts passed in the 46th year of the reign 
of Her late Majesty Queen Victoria, and chapter 79 of the acts passed 
in the 10th year of the reign of His late Majesty King Edward the 
Seventh are repealed. 
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THE INSTITUTE OF CHARTERED ACCOUNTANTS 

OF ONTARIO 

BY-LAWS 

Membership 

1. Any person, not under twenty-one years of age, who shall be 
certified by two members of the Institute as being of good moral char- 
acter and habits, and who shall have satisfied the Examination Com- 
mitee and the Council as to his professional attainments and exper- 
ience, shall be entitled to become an Associate member of the Institute. 

2. Any Associate member in good standing not under thirty 
years of age who has been in practice continuously for five years sub- 
sequent to his admission as an Associate, may by a vote of the 
Council, be admitted a Fellow. 

3. Any Associate member in good standing who has not been in 
practice continuously for five years subsequent to his admission as an 
Associate, may by a vote of the Council, confirmed by a two-thirds 
vote of the Fellows, be admitted a Fellow. 

Registered Societies 

4, Any incorporated Institute or Society which shall satisfy the 
Council that its standards of examination and conditions of member- 
ship conform to the standards of examination and conditions of mem- 
bership of this Institute, shall be entitled to be registered accordingly 
and shall be designated a “ Registered Society.” 

The following Societies, being within the requirements of this 
By-Law are declared to be “ Registered Societies.” 

The Institute of Chartered Accountants in England and Wales. 

The Society of Incorporated Accountants and Auditors. 

The Society of Accountants in Edinburgh. 

The Institute of Accountants and Actuaries in Glasgow. 

The Society of Accountants in Aberdeen. 

The Association of Accountants in Montreal. 

The Institute of Chartered Accountants of Manitoba. 

The Institute of Chartered Accountants of Nova Scotia. 

The Institute of Chartered Accountants of British Columbia. 

The Institute of Chartered Accountants of Saskatchewan. 

The Institute of Chartered Accountants of Alberta. 

The Institute of Chartered Accountants of New Brunswick. 

Officers and Their Duties 

5. At the annual meeting in each year, two members of the In- 

stitute, not members of the Council, shall be elected Auditors for the 

ensuing year. 

The Auditors shall examine all books of acccunt, vouchers, bal- 

ance sheets and other financial documents, and report thereon to_the 

members at the annual meeting, and to the Council at least three days 
before the date of the annual meeting. 

6. The President shall preside and preserve order at all meet- 

ings of the Institute and Courcil. In his absence a Vic2-President 

shall exercise the office of President. In the absence of the President 
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and both Vice-Presidents, a Chairman shall be elected by a majority 
of those present entitled to vote and voting. 

7. The Secretary shall conduct the correspondence, notify mem- 
bers of the Institute and Council of all meetings to be held, record 
proceedings thereat, keep a register of the Fellows and Associates as 
required by the Act of incorporation, with their addresses, see that 
the applications for examination and for membership and the refer- 
ences accompanying the same are in the form prescribed, make the 
necessary investigations in respect thereto, send all required notices 
to the members of the Institute and of the Council, and perform such 
other duties as the Council may direct. 

8. The Treasurer shall receive the fees, subscriptions and otber 
moneys accruing to the Institute, dispose of the same as the Council 
may direct, draw and sign all cheques, keep correct accounts, »repare . 
proper financial statements as of the 30th day of April in each year, 
and perform such other duties as the Council may direct. 

9. All cheques shall be countersigned by the President or a Vice- 
President and all diplomas and certificates shall be signed by the 
President (or in his absence by a Vice-President), and by the Secre- 
tary, and attested by the seal of the Institute. 

10. The Registrar, who need not be a member of the Institute, 
shall be appointed by the Council, and his term of office, duties and 
ig Seba pg shall be defined from time to time by a resolution of 
the Council. 

11. The Auditors, Registrar and Examiners shall receive such re- 
muneration as the Council shall from time to time determine. 

Committees 

12 The Council may from time to time appoint committees for 
the purpose of facilitating business. The President, Vice-Presidents, 
Secretary and Treasurer shall be ex-officio members of all committees. 

13. The Council shall appoint a Committee on Membership, whose 
duty it shall be to report to the Council when required upon all mat- 
ters affecting the conduct and standing of members and students. 

14. The Council shall appoint a Committee on Examinations 
whose duty it shall be to report to the Council when required upon all 
matters affecting the fitness and moral character of persons applying 
to be examined, to make the necessary arrangements for examinations, 
to appoint examiners and to report to the Council the results of the 
examinations of the Institute. 

15. The Council shall appoint a Library Board, whose duty shall 
be to report to the Council when required upon all matters affecting 
the Library of the Institute and who shall be responsible for the con- 
duct thereof. The Registrar for the time being shall be the Librarian. 

16. When five members reside in any town or city other than 
Toronto, they may become a local committee for the purpose of re- 
commending such action as they may deem desirable for the consider- 
ation of the Council. 

Meetings 
17. The annual meeting of the Institute shall be held at such 

time and place as the Council shall from time to time determine. At 
least one week’s notice shall be given of the annual meeting. 

18. Meetings of the Institute for the transaction of genera] 
business, the reading of papers and the discussion of questions of in- 
terest to the profession, may be held whenever the President or the 
Council shall deem expedient. At least one week’s notice shall be giv- 
en of such meetings. 
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19. Special meetings of the Institute shall be called by the 
President after the receipt of a requisition signed by not jess than 
ten members. At least one week’s notice specifying the special bus- 
iness to be brought forward shall be given of such meeting. 

20. Meetings of the Institute may be adjourned from time to 
time by resolution of a majority of the members present; but no bus- 
iness shall be transacted at any adjourned meeting other than the 
business left unfinished at the meeting from which the adjournment 
took place. 

21. Meetings of the Council shall be held at least quarterly at 
such time and place as the President shall determine. At least three 
days’ notice shall be given of all meetings of the Council. 

22. Meetings of committees shall be called by the Chairmen 
thereo*, respectively, upon notice from the Secretary of the matters 
referred to them by the Council. Committees shall report to the 
meeting of the Council next following that from which the reference 
was made. At least three days’ notice shall be given of ali meetings 
of committees. 

23. The introduction or discussion of political or religious sub- 
jects shall not be permiited at any meeting. 

24. Seven shall constitute a quorum for the transaction of bus- 
iness at all meetings of the Institute, five 4t all meetings of the Coun- 
cil and three at all meetings of committees. 

25. The proceedings at all meetings shall be governed by the 
rules laid down in Bourinot’s procedure, except as the by-iaws of the . 
Institute otherwise provide. 

26. At any meetng of the Institute two members may require 
that the voting upon any question before the meeting shall be by bal- 
lot, and the President shall thereupon appoint two Scrutineers for the 
purpose of taking the vote. 

27. At any meeting of the Institute every member present and in 
good standing shall have a vote. 

Registered Students 

28. Any person not under eighteen years of age, residing in the 
Province of Ontario, who. shall be certified by two members of the In- 
stitute to be of good moral character and habits, may apply to the 
Council to be registered as a student. 

29. Every such applicant shall satisfy the Council that he has 
passed the Junior Matriculation Examination of the University of 
Toronto, or an examination deemed by the Council to be equivalent 
thereto ; and shall furnish such evidence as the Council may require 
that he is otherwise a fit and proper person to be so registered. 

30. Every application shall be accompanied by a declaration of 
the applicant’s intention to qualify for admission to membership of 
the Institute, and in due ccurse to apply therefor, and also by an an- 
dertaking to submit to the direction of the Council in all matters re- 
lating to studies and practical experience. 

81. Any registered student ceasing to reside within the Province 
of Ontario shall thereupon cease to be a registered student. 

32. Students may form an Association for the better advance- 
ment of their studies and professional knowledge and for the purpose 
of making recommendations affecting their joint interests for the con- 
sideration of the Council, but all rules or regulations for the self-gov- 
renment of such Association shall only have force or effect when the 
same shall have been approved by the Council. 
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Lectures and Classes 

33. The Council shall esablish facilities for the instruction of 
Registered Students. The facilities so established shall be under the 
direction of a Board of Instruction which shall be appointed annually 
by the Council. 

34. The Board of Instruction shall, subject to the approval of the 
Council, engage lecturers and instructors, determine their compensa- 
tion, prepare and publish a syllabus and vary the same from time to 
time as expedient, fix the term of study, prescribe the fees payable 
therefor, and do or provide anything necessary thereto. 

35. Every Registered Student shall enter upon and pursue the 
course ef study prescribed for him by the Board of Instruction, and 
shall, before being permitted to sit for the examination, produce a 
certificate from a duly authorized officer of the Board that he has 
complied with the requirements prescribed in his case. 

36. The Board may accept evidence that a Registered Student 
has complied, in whole or in part, with the equivalent requirements of 
any Registered Society, and may furnish like evidence whenever by 
reason of removal to another Province, a student may be required to 
complete his studies and experience therein. 

Examinations 

37. The Council shall hold examinations in each year in the City 
of Toronto, which shall be designated respectively, the Primary, Inter- 
mediate and Final Examinations. S 

' 38. The Council shall from time to time, as may be expedient, 
provide facilities for holding examinations elsewhere, concurrently 
with the examinations held in the City of Toronto, but no such exam- 
inaticns shall be held outside of the Province of Ontario. 

39. Practising members of the Institute only shall be eligible for 
appointment as examiners in Bookkeeping and Accounts, Auditing, 
Business Investigations and any other accounting subjects which may 
hereafter be prescribed for examination. 

40. Notices shall be sent to registered students, of the time and 
places of holding the examinations. 

Primary Examinations 

41. Any registered student may apply to the Council to be ex- 
amined in the Primary Examination. 

42. The Primary Examinations are intended to test the student’s 
knowledge of elementary accounting and business practice and shall be 
conducted in the following subjects or such variations or modifications 
thereof as the Council may from time to time deem expedient:— 

(1) Business Correspondence, including Composition, Spelling 
and Punctuation. 

(2) Arithmetic. 
(3) Bookkeeping. 

(4) The Bills of Exchange Act. 
43. Any registered student who has passed the Primary Exam- 

ination of any Registered Society shall be entitled to exemption from 
the Primary Examination. 

44, The Council shall make such further rules and regulations 
with respect to the Primary Examinations and exemptions therefrom 
as may from time to time seem expedient or necessary, and such rules 
and regulations for the time being shall be read with and form a part 
of this by-law, and be published in the Year Book of the Institute. 
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Intermediate Examinations 

45. Any registered student not under twenty years of age ,who 

has passed the Primary Examination of the Institute or of any Regis- 

tered Society, and who has completed two years’ service in the offices 

of practising Chartered Accountants, or three years’ continuous prac- 

tice as a public accountant, may apply to the Council to be examined 

in the Intermediate Examination. 

46. The Intermediate Examination shall include the following 
subjects :— 

(1) Arithmetic. 

(2) Bookkeeping and Accounts. 

(3) Auditing. 

(4) Mercantile Law. 

(5) Statute Law. 

47. Any registered student who has passed the intermediate Ex- 

amination of any Registered Society, shall be entitled to exemption 

from the Intermediate Examination. 

48. The Council shall make such further rules and regulations 

with respect to the Intermediate Examination and exemptions there- 

from as may from time to time seem expedient or necessary, and such 

rules and regulations for the time being shall be read with and form 

a part of this by-law, and be published in the Year Book of the 

Institute. 
Final Examinations 

49. Any registered student not under twenty-one years of age, 
who has passed the Intermediate Examination of the Institute or of 
any Registered Society, and who has completed four years’ service in 
the offices of practising Chartered Accountants or five years continu- 
ous practice as a public accountant, two years of which service cr 
practice shall be the two years immediately preceding, may apply to 
the Council to be examined in the next Final Examination, or in any 
Final Examination which may be held within two years thereafter, 
notwithstanding subsequent change of residence. 

50. The Final Examinations shall include the following sub- 

jects :— 

(1) Bookkeeping and Accounts. 

(2) Auditing. 

(3) Business Investigations. 

(4) Statute Law. 

51. Any person who has passed the Final Examination of a Reg- 
istered Society and is a member of such Society, shall be entitled to be- 
come an Associate Member of the Institute without further examina- 
tion, if such person resides, or the firm of which he is a member prac- 
tises, within the Province. 

52. The Council shall make such further rules and regulations 
with respect to the Final Examinations as may from time to time 
seem expedient or necessary, and such rules and regulations for the 
time being shall be read with and form a part of this by-law, and be 
published in the Year Book of the Institute. 
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Fees 

_ 58. Every candidate whom the Council shall refer for examina- 
pi shall, before such examination takes place, pay the following 
ee :— 

For the Primary Examination, $15.00. 

For the Intermediate Examination, $20.00. 

For the Final Examination, $25.00. 

To the candidates passing first in order of merit in the Primary, 
Intermediate and Final Examinations, the Institute shall credit an 
amount equivalent to the examination fee of the intermediate and 
Final Examinations, and the Membership entrance fee respectively, 
ssuch amount to be so applied. 

54. Every person who shall be admitted an Associate shall 
thereupon pay an entrance fee of Fifty Dollars ($50.00). 

55. Every Associate who shall be admitted a Fellow shall there- 
upon pay a fee of Fifty Dollars ($50.00). 

56. Every member shall pay on the first day of May in each 
year, for the year then ensuing, if practising or residing within the 
Province, a fee of Twenty Dollars ($20.00), or if not practising or 
residing within the Province, a fee of Ten Dollars ($10.00). 

57. Any member whose fees are not paid within three calendar 
months after the date when such fees have become due and payable, 
may be suspended by the Council from the privileges of membership. 
The payment of such fees shall (subject to the provisions of the by- 
law next following) reinstate a suspended member. 

58. Any member whose fees are not paid within three calendar 
months after the date when fees for the year next following have be- 
come due and payable, may be deemed to have thereby terminated his 
membership, and theCouncil may direct that his name be removed from 
the register. Such person may be readmitted upon such terms as 
the Council shall approve. 

59. Any member not in arrear for fees may terminate his mem- 
bership by giving notice in writing to the Secretary. 

Conduct 

60. Members practising in partnership with persons who are not 
memvers shall not permit the partnership or firm to ve aescribed as 
“Chartered Accountants.” Any person named in connection with 
such partnership by advertisement or otherwise shall be deemed a 
partner for the purpose of this by-law. 

61. No member shall engage in any business, profession or em- 
ployment, or adopt any form of advertising or procuring business 
which in the opinion of the Council is objectionable in a member of 
this Institute. 

Trails and Penalties 
62. Any member, or any aggrieved person, may prefer to the 

Council in writing, charges of default or misconduct on the part of a 
member or a student. If in the opinion of the Council a formal in- 
vestigation is required, a special meeting of the Council shall be 
held for that purpose, of which ten days notice shall be given to all 
concerned. If the charges be sustained, the offender may be dealt 
with as the Council shall see fit. 

63. Upon it being made to appear subsequently that for want 
of sufficient information or for other reasonable cause, the finding of 
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the Council upon any charge of default or misconduct was unjust or 
inequitable, the Council may by resolution to that effect and sub- 
ject to like restrictions, further investigate the charges and may 
thereupon confirm, modify or revoke their previous findings as shall 
seem just. 

64. Charges against a member or a student of an infraction of 
a by-law may be investigated summarily at any meeting of the 
Council, of which the member or student charged shall be given one 
week’s notice. If the charegs be sustained, the offender may be 
dealt with as the Council shall see fit. 

65. Notices under the three last preceding by-laws, excepting 
notices to members of the Council, shall be served personally or sent 
by registered letter, as the Council shall direct. 

66. The Council shall not be bound to take notice of any article 
or communication which may appear in the public prints or which 
may be addressed to any member or other person individually, or of 
any verbal statements, affecting the conduct of a member or a stu- 
dent. 

Miscellaneous 

67. The forms set forth in the schedule to these by-laws shall be 
used in cases to which they are applicable, with such alterations, if 
any, as the Council may from time to time determine ; and all notes 
and directions thereon shall be deemed part of the forms and be ob- 
served accordingly. 

68. In the event of any dispute as to the intent or meaning of 
any of these by-laws or any by-law which may hereafter be made; 
the interpretation by the Council shall be final and conclusive. 

69. All former by-laws of this Institute are hereby repealed. 
| te | ae 
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NAMES, ADDRESSES AND DATES OF ADMISSION OF MEM- 
BERS OF THE INSTITUTE 
ALPHABETICAL LIST 

The letters prefixed to names indicate membership of other So- 
cieties 2s follows : 

SASS POOP 

AF 

The Institute of Chartered Accountants in England and Wales. 
The Society of Incorporated Accountants and Auditors. 
The Society of Accountants in Edinburgh. 
The Institute of Accountants and Actuaries in Glasgow. 
The Society of Accountants in Aberdeen. 
The Association of Accountants in Montreal. 
The Institute of Chartered Accountants of Manitoba. 
The Institute of Chartered Accountants of Nova Scotia. 
The Institute of Chartered Accountants of British Columbia. 
The Institute of Chartered Accountants of Saskatchewan. 
The Institute of Chartered Accountants of Alberta. 
The Institute of Chartered Accountants of New Brunswick. 

*Indicates members who have served on the Council. 

Adams, Arthur William—36 Toronto Street, Toronto Ont. June 
29th, 1908. 

Allen, Loftus Annesley (Harbinson & Allen)—408 Manning 
Chambers, Toronto, Ont. June 22nd, 1915. 

Anderson, James Donald—303 Board of Trade Building (P. O. 
Box 95), Montreal, Que. May 26th, 1910. 

Anderson, William Henry Penny—33 Henrietta Street, Covent 
Garden, London, W. C. 2 England. June 28th, 1900. 

*Andrews, Walter Sherwood—107 Wellington St., West, Tor- 
onto, Ont. February 26th, 1891. Felllow, February 
26th, 1891. 

Archer, Leonard Waldeck—4 Coulson Avenue, Toronto. June 
27th, 1919. 

Arnold, Arthur (with Lawson, Welch & Campbell)—59 Yonge 
Street, Toronto. June 25th, 1920. 

Atkinson, James Leonard—Room 21, 10 Adelaide Street East, 
; Toronto, Ont. June 29th, 1908. 

’ Baker, Robert Jemmerson (Seburn, Ferguson & Baker)—896 
McMillan Avenue, Winnipeg, Man. June 16th, 1911. 

Baldwin, Harry Warren—64 Charles Street East, Toronto, Ont. 
July 14th, 1915. 

Banks, Norman Beaumont—149 Summer Avenue, Newark, N.J. 
June 27th, 1919. 

*Barber, Henry (Henry Barber & Co.)—6 King Street West, 
Toronto, Ont. February 21st, 1889. Fellow, February 
15th, 1895. 

Bates, Herbert Stanley (Blatch, Bates & Co.—193 Sparks 
Street, Ottawa, Ont. June 14th, 1912. 

Baxter, Percy Charles (Macintosh, Cole & Robertson)—26 Queen 
Street East, Torontc, Ont. January 25th, 1916. 

Begg, George Macdonald—Suite 10, 18 Oriole Gardens, Toronto, 
Ont. June 21st, 1905. 

Bennett, E. James (Geo. A. Touche & Co.)—1528 Bank of Ham- 
ilton Bldg., Teronto, Ont. January 27th, 1914. 

Bennett, Robert Joseph—815 Land Title Building, Philadelphia, 
Pa. June 27th, 1902. 
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Benson, William Charles (with Oscar Hudson & Co.)—213 Do- 
minion Savings Bldg., London, Ont. April 24th, 1918. 

Berner, Walter Godfrey (Wilton C. Eddis & Sons)—Continen- 
tal Life Building, Teronto. June 27th, 1919. 

Blackmore, Sydney Herbert—425 Fidelity Building, Buffalo, 
N.Y. June 18th, 1909. 

*Blanchard, Alexander—93 Worthington Street West, North 
Bay, Ont. October 17th, 1889. 

*Blatch, George Lockhart (Blatch, Bates & Co.)—193 Sparks 
Street, Ottawa, Ont. June ist, 1895. Fellow, June 
18th, 1906. 

Blomfield, Fred Charles—979 Woodward Avenue, Detroit, 
Mich. June 27th, 1904. 

Borrett, Osborne Walter—Mexico and Northwest Railway 
Company, El Paso, Texas, June 22nd, 1915. 

Bounsall, Richard Heyward (Blatch, Bates & Co.)—193 Sparks 
Street, Ottawa. June 27th, 1919. 

Brodie, Alexander Bertram (Price, Waterhouse & Co.)—145 St. 
James Street, Montreal, Que. May 27th, 1913. 

Brown, James Albert—Athelma Apartments, Toronto , Ont. 
June 22nd, 1915. 

*Bunnell, Arthur Kennedy—City Hall, Brantford, Ont. June 
27th, 1902. Fellow, June 17th, 1909. 

Burke, Thomas John (Cost Association of the Paper Industry)— 
18 E. 41st Street, New York. June 27th, 1919. 

*Burns, Robert Easton—Ontario Chambers, Kingston, Ont., 
June 16th, 1911. Fellow, June 21st, 1921. 

Calder, Alexander Gollan, 58 Bank of Toronto Chambers, Lon- 
don, Ont. Febrvary 26th, 1918. 

Campbell, Gordon Dancy (Lawson, Welch & Campbell)—59 
Yonge Street, Toronto, Ont. June 18th, 1909. 

Campbell, Samuel Ross (P. S. Ross & Sons)—142 Notre Dame 
Street West, Montreal, Que. July 14th, 1914, 

Campbell, Walter Keith Colin (with Lawson, Welch & Camp- 
bell) —59 Yonge Street, Toronto. June 25th, 1920. 

Campbell, William Bynner (Price, Waterhouse & Co.)—56 Pine 
Street, New York. March 19th, 1907. 

Care, Harry (Chamberlain, Care & Chamberlain)—606 Pruden- 
ial Building, Buffalo, N.Y. June 26th, 1914. 

Carswell, William—Northern Electric Co., 121 Shearer Street, 
Montreal. June 27th, 1919. 

Chamberlain, Alexander Fraser—74 Nepean Street, Ottawa, 
Ont. April 22nd, 1910. 4 

Saige ee roe Gilbert—79 Wall Street, New York, January 
st, 1912. 

*Clark, Thomas Sinclair—Box 789 Cobalt, Ont. November 
21st, 1893. Fellow, November 30th, 1915. 

Clarke, John (Clarke, Houston & Co.)—58 Wellington Street, 
East, Toronto, Ont. June 22nd, 1915: 

Clarke, Joseph James—Rcom 5, 25 Toronto Street, Toronto, 
Ont. June 26th, 1914. 

“Clarkson, Edward Roper Curson (Clarkson, Gordon & Dil- 
worth)—15 Wellington Street West, Toronto, Ont. 

February 1st, 1888. Fellow, November 4th, 1885. 
“Clarkson, Geoffrey Teigumouth (Clarkson, Gordon & Dil- 

worth)—15 Wellington Street West, Toronto, Ont. 
March 16th, 1910. Fellow, March 25th, 1918. 
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Clowes, Francis John—c/o Touche, Niven & Co., 42 Broadway, 
New York, N. Y. July 10th, 1906. 

Cooper, Robert Jaffray—43 Heath Street East, Toronto, Ont. 
July 10th, 1906. 

G Corbould, Charles Durie—743 Somerset Block, Winnipeg, Man. 
June 21st, 1905. 

Cowell, Percy Septimus—42 Bedford Gardens, Kensington, Lon- 
don W. 8, England. February 4th, 1913. 

Craig, William Herchmer—59 Gore Street, Kingston, Ont. June 
28th, 1907. 

Crawford, Joseph Edmund,—Cuthbertson Block, Fort William, 
~ Ont. June 18th, 1917. 

*Crawley, Arthur Alfred—(Crawley. Milne & Co.) 50 Albert 
Street, Ottawa, Ont. June 24th, 1913. 

< Cringan, John Waugh—521i Front Street East, Toronto, Ont. 
June 17th, 1910. 

H Crowell, Harvey Edwin—Chronicle Building, Halifax ,N.S. 
February 4th, 1913. 

¢ Cullen, ae Ouillette Ave., Windsor, Ont. June 
, 1920, 

Cuningham, George de Hertel (Cunningham & Co.)—165 Sparks 
Street, Ottawa, Ont. March 16th, 1910. 

Cunningham, James Frederick (Cunningham & Co.)—165 Sparks 
Street, Ottawa, Ont. March 16th, 1910. 

Dawson, Perey Henry Burditt—Union Bank Chambers, Fort 
William, Ont. June 23rd, 1899. Fellow, May 26th, 
1910. 

DIG Dewar, Douglas (Marwick, Mitchell & Co.)—1603 Royal Bank 
Bldg., Toronto. April 25th, 1919. 

AI Dickinson, Sir Arthur: Lowes (Price, Waterhouse & Co.)—3 
Fredericks Place, Old Jewry, London, Eng. July 31st, 
19138. 

*Dilworth, Robert James (Clarkson, Gordon & Dilworth)—15 
Wellington Street West, Toronto, Ont. June 30th, 
1903. Fellow, November 30th, 1915. 

Doggerell, Alfred Jarnes—776 Wellington Street, London, Ont. 
June 18th, 1917. 

Draper, Gordon Victor—402 Royal Bank Bldg., Toronto, Ont. 
June i7th, 1918. 

Dunlop, William Micewan—50 Park Avenue, Ottawa, Ont. 
March 16th, 1910. 

Eddis, Charles Sheppard (Wilton C. Eddis & Sons)—Contin- 
ental Life Building, Toronto, Ont. June 17th, 1910. 

*Eddis, John Wyndham (Wilton C. Eddis & Sons)—Contin- 
ental Life Building, Toronto, Ont. June 18th, 1909. 
Fellow, June 21st, 1921. 

Edwards, Alfred Gecffrey (Edwards, Morgan & Co.)—10 
Adelaide Street East, Toronto, Ont. June 18th, 1917. 

IK Edwards, Arthur Harper (Edwards, Morgan & Co.)—710 Lon- 
London Building, 626 Pender Street West, Vancouver, 
B. C. June 27th, 1902. 

GH *Edwards, George (Edwards, Morgan & Co.)—10 Adelaide 
IJK Street East, Toronto, Ont. February 21st, 1889. 

: Fellow, October 17th, 1889; Life Member, 1902. 
F Edwards, Hugh Percival (Edwards, Morgan & Co.)—10 Ade- 

laide Street East, Toronto, Ont. June 24th, 1913. 
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Edwards, John Macham (with Edwards, Morgan & Co.)—10 
Adelaide Strett East, Toronto, June 25th, 1920. 

Edwards, Oswald Noel (Edwards, Morgan & Co.) —604°" McGill 
Building, Montreal, Que. June 18th, 1917, 

Falls, Alexander Frederick—Victoria Block, Chatham, Ont. 
June 27th, 1904. Fellow, November 30th, 1915. 

Farish, David Howard Maxwell—121 Shearer Street, Montreal, 
Que. June 25th, 1920. 

Fenton, Wilson—17-31King Street East, Toronto, Ont. June 
30th, 1903. 

Ferguson, Walter Scott (Seburn, Ferguson & Baker)—52 
Tranby Ave., Toronto, Ont. June 28th, 1907. 

Fielden, Hecter William—401 Flanders Building, Philadelphia, 
Pa. June 16th, 1911. 

Fisher, Alastair MacDougall—Montreal, Que. March 20nd, 
1910. 

FitzGerald, Arthur Stanley—22 Huron and Erie Building, 
Windsor. June 27th, 1919. 

*Fleming, Christopher Alexander—823- 2nd Avenue East, Owen 
oe Ont. February 15th, 1895. Fellow, April 9th, 

Gawthorp, Henry Hallas (with Clarkson, Gordon & Dilworth) 
ante, Wellington Street West, Toronto. June 27th, 

Geggie, Thomas Paterson (with Edwards, Morgan & Co.)—10 
Adelaide Street East, Toronto, Ont. June 17th, 1918. 

George, James—921 Bank of Hamilton Building, Toronto, Ont. 
March 28th, 1911. 

Gerry, Nelson Byron. (with Clarkson, Gordon & Dilworth)—15 
Wellington Street West, Toronto, Ont. June 17th, 
1918. 

Gibbs, Frank Percy—McLagan Furniture Co., Stratford, Ont. 
June 17th, 1918. 

Gilbert, Frederick Charles (Gilbert & Laird)—305 Electric 
Railway Chambers, Winnipeg, Man. July 19th, 1901. 

Glatt, George Frederick (Peters, Glatt & Rumble)—911 C. P. R. 
Building, Tercnto. June 27th, 1919. 

Godfrey, Thomas Broley—384 Yonge Street, Toronto. June 
25th, 1920. 

Godson, Walter Pollard (W. P. Godson & Co.)—30 Leopold 
Street, Toronto, Ont. June 21st, 1905. 

*Goldman, Leopold—112 King Street West, Toronto, Ont. June 
1st, 1883. Fellow, February 15th, 1895. 

Goodman, Morris—Room 34, 14 St. John Street, Montreal, Que. 
June 26th, 1914. 

*Gordon, Harry Duncan Lockhart (Clarkson, Gordon & Dil- 
worth)—15 Wellington Street West, Toronto, Ont. 
June 21st, 1898. Fellow, November 30th, 1915. 

Graham, James Maxtone (Riddell, Stead, Graham & Hutchi- 
son)—34 Charlotte Square, Edinburgh, Scotland. 
June 29th, 1908. 

Grant, John George, B.A. (with Price, Waterhouse & Co.)— 
134 South La Salle Street, Chicago, Ill. June 21st, 
1905. 

Grant, Russell Reeves—302 Avenue Road, Toronto. June 25th, 
1920. 

38 



ONTARIO MEMBERS 

Gray, James Cruden (Mackay, Irons & Co.)—165 Broadway, 
New York, N.Y. October 27th, 1914. 

Gregory, Eustace Tatton—P. O. Box 206, Windsor, Ont. Feb- 
ruary 8th, 1921. 

Guilfoyle, Harvey Edward (Clarkson, Gordon & Dilworth)— 
15 Wellington Street West, Toronto. June i7th, 1918. 

*Gunn, Edmond (Gunn, Rcberts & Co.)—25 Toronto Street, 
Toronto, Ont. June 21st, 1898. Fellow, June 26th, 
1914. 

Hammill, Lansdale (Marwick, Mitchell & Co.)—1603 Royal 
Bank Bldg., Toronto. June 15th, 1920. 

Hampton, James Henry (Fred Page Higgins & Co.)—47 Ade- 
laide St., East, Toronto, Ont. June 18th, 1917. 

Harbinson, Vincent D. (Harbinson & Allen)—408 Manning 
Chambers, Toronto, Ont. May 26th, 1914. 

*Hardy, James (Jenkins & Hardy)—15% Toronto Street, Tor- 
onto Ont. March 18th, 1886. Fellow, February 15th, 
1895. 

Hawkins, Leslie Whittem (George A. Touche & Co.) ----Basildon 
House, Moorgate Street, London ,E. C., Eng. Feb- 
ruary 18th, 1909. 

Haywood, Leopold John, Dunnville, Ont. June 26th, 1914. 
*Higgins, Fred Page (Fred Page Higgins & Co.)—47 Adelaide 

Street East, Toronto, Ont., June 28th, 1907. Fellow 
June 21st, 1921. 

Hilborn, Melvin (Thorne. Mulholland, Howson & McPherson) -— 
1026 Bank of Hamilten Building, Toronto, Ont. June 
17th, 1918. 

Hill, Thomas Percy (with Price Waterhouse & Co.)—145 St. 
James Street, Montreal, Que. June 15th, 1920. 

Hillman, Hobart Percy Lee-—648 Ontario Street, Toronto, Ont. 
June 27th, 1904. 

Houston, William Frederick (Clarke, Houston & Co.)—58 Well- 
ington Street Fast, Tcronto. June 27th, 1919. 

Howson, Ernest Jay (Thorne, Mulholland, Howson & McPher- 
son)—1026 Bank of Hamilton Building, Toronto, Ont. 
June 16th, 1911. 

*Hudson, Oscar Murray (Oscar Hudson & Co.)—32 Church 
Street, Toronto, Ont. October 17th, 1889. Fellow, 
June 27th, 1919. 

Hughes, John—Hudson Bay Company, Winnipeg, Man. January 
27th, 1914. 

Huie, David Herbert (D. H. Huie & Ramage) 21 Rutland 
Square, Edinburgh, Scotland. June 29th, 1908. 

Hume, James Smith (Burrow, Wade, Guthrie & Co. )—25 Broad 
Street, New York City. June 17th, 1918. 

Hurst, Frederick Clarence (Gunn, Roberts & Co.)—25 Toronto 
Street, Toronto, Ont. June 22nd, 1915. 

Jackson, John Albert—i50 Carling Avenue, Ottawa, Ont. June 
23rd, 1899. 

Jamieson, Henry Tonkinson (Riddell, Stead, Graham & Hutchi- 
son)—807 Royal Bank Building, Toronto, Ont. Aug- 
ust 26th, 1912. 

Jardine, Charles Allward (Barrow, Wade, Guthrie & Co.) —25 
Broad Street, New York City. June 18th, 1917. 
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Jenkins, Thomas (Jenkins & Hardy)—15% Toronto Street, 

Toronto, Ont. March 16th, 1910. 

*Jephcott, Alfred—469 King Street West, Toronto, Ont. Feb- 

ruary 26th, 1891. Fellow, April 24th, 1895. 

*Jewell, Francis George—314 Deminion Savings Building, Lon- 
. don, Ont. March 16th, 1910. Fellow, June 27th, 1919. 

Jex, William Raymond—307 McIntyre Block, Winnipeg, Man. 
July 10th, 1906. 

Johnson, Robert Wilbur—Southern Loan Chambers, St. Thomas, 
Ont. June 27th, 1904. 

Johnston, Rice Lindsay—271 Richmond Street, West, Toronto. 
June 27th, 1919. 

*Kernahan, William Thomas—17 Gould Street, Toronto, Ont 
November 2ist, 1893. Fellow, April 9th, 1903; Life 
Member, 1908. 

Kerr, Frank Lester (with Clarkson, Gordon & Dilworth)—15 
Wellington Street West, Toronto, Ont. June 18th, 
1917. 

Kettlewell, Wilfred Coyne—105 Davenport Road, Toronto, Ont. 
June 21st, 1905. 

Kidd, Francis Howard+—Box 254, Nanimo, B.C. June 25th, 1894. 

Lang, Joseph Neilson—(Rutkerford, Williamson & Co.)—86 
Adelaide Street East, Toronto, Ont. Feb. 4th, 1913. 

*Langley, James P.—McKinnon Building, Toronto, Ont. June 
28th, 1900. Fellow, April 9th, 1903. 

Larmonth, Ernest Arthur (Larmonth & Cunningham;—46 
Elgin Street, Ottawa, Ont. March 16th, 1919. 

Law, William Webster (with Price, Waterhouse & Co.)—56 
Pine Street, New York. July 10th, 1906. 

Lawless, Thomas Egerton (Lawson, Welch & Campbell,—59 
Yonge Street, Toronto, Ont. June 17th, 1918. 

Lord, Homer Lewis—St. Blaise, Que. June 21st, 1905. 
Lorimer, Walter Alexander (with Edwards, Morgan & Co.)—10 

Adelaide Street East, Toronto. June 25th, 1920. 

Mackay, Charles Gordon—c/o Hayes Wheel Co., Jackson, Mich. 
February 4th, 1913. 

Mackay, John—70 Centre Ave., Toronto. February 3rd, 1920. 
Macnamara, Theo. James (with Edwards, Morgan & Co.)—10 

Adelaide Street East, Toronto, Ont. June 20th, 1916. 
*Macpherson, Frank Herbert—Box 495 R. F. D. No. 1, San 

Gabriel, Cal. July 9th, 1897. Fellow, February 25th, 
1902. 

Mapp, Jai Victor (Mapp & Mapp)—14 King Street East, Tor- 
onto, Ont. June 17th, 1918. 

Mapp, Kris Austin—(Mapp & Mapp)—14 King Street East, 
Toronto. June 25thd, 1920. 

Martin, Frances Clement—4 Brewster Terrace Brookline, Mass. 
June 27th, 1919. 

Martin, James Sanford—67 Lowther Avenue, Toronto, Ont. 
June 28th, 1900. 

Martin, Norman Leslie—73 King Street West, Toronto, Ont 
June 18th, 1917. 

May, George Oliver (Price, Waterhouse & Co.)—56 Pine 
Street, New York, N.Y. October 28th, 1910. 
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Merson, George Ogston (Geo. O. Merston & Co.)—807 Lumsden 
Building, Toronto, Ont. June 27th, 1902. 

Merson, Harry Stuart—Apt. 32-601 W. 168th Street, New York. 
June 25th, 1920. 

Metherell, William Charles—21 Sun Life Building, Hamilton, 
Ont. June 25th, 1920. 

Miller, Arthur Axel (Annan Dexter & Co.) 21 Ironmonger Lane 
London, E. C. 2, Eng. December 23rd, 1913. 

Milne, Andrew Murray (Crawley Milne & Co.)—50 Albert 
Street, Ottawa, Ont. June 17th, 1918. 

Mitchell, Simpson Roger (Marwick, Mitchell & Co.)—1603 Royal 
; Bank Bldg., Tcrento, Ont. April 25th, 1919. 

Moore, Roderick Edward (Price, Waterhouse Peat & Co.)— 
Savoy Chambers, Cairo, Egypt. June 29th; 1908. 

*Morgan, William Pomeroy (Edwards, Morgan & Co.)—10 
Adelaide St. East, Toronto, Ont. June 30th, 1903. 

*Morphy, Arnold—50 Muitland Street, Toronto, Ont. June 
30th, 1903. Fellow, November 30th, 1915. 

*Morris, Wilfred Radenhvrst—375 Walter Street, Peterborough, 
Ont. June 30th, 1903. Fellow, November 30th, 1915. 

Morrison, George William—70 Wellington Street West, Tor- 
onto, Ont. June 21st, 1905. 

Morrison. Samuel Alvin—36 King Street East, Toronto, Ont. 
June 24th, 1912. 

Mortimer, Herbert—Confederetion Life Building, Toronto, Ont. 
July 9th, 1897. 

*Mulholland, Gustavus Mansen (Thorne, Mulholland, Howson & 
McPherson)—1026 Bank of Hamilton Building, Toron- 
to, Ont. June 18th, 1909. 

Mundell, William James—27 Alloway Avenue, Winnipeg, Man. 
June 21st, 1905. 

Mutrie, James Thomas (Mutrie & Mutrie)—Vernon, B.C. 
June 27th, 1904. 

McCannel, Donald Archibald (McCannel Bros. & Co.)-—217 Do- 
minion Bank Bldg., Calgary, Alta. June 18th, 1909. 

McCannel, Malcolm Campbell (McCannel Bros. & Co.)— 
210 Macleod Building ,Edmonton, Alta. June 24th, 
1913. 

McClatchie, Grant Alfred (with the U.S. Finishing Co.)—320 
Broadway, New York, N.Y. June 14th, 1912. 

McClean, Clifford Mott (Thorne, Mulholland, Howson and Mc- 
Pherson) 1026 Bank of Hamilton Building, Toronto, 
Ont. June 25th, 1920. 

McClelland, Donald MacKenzie (Price, Waterhouse & Co.)— 
802 Royal Bank Building, Toronto, Ont. July 10th, 
1906. Fellow, June 21st, 1921. 

McDermid, Edward Blake—703 Rogers Building, Vancouver, 
B.C. June 27th, 1902. 

McKinnon, William Miles—9 Rue Lincoln, Paris, France. June 
26th, 1914. 

McLeod, Norman Buchanan—803 Kent Building, Toronto, Ont. 
June 18th, 1917. 

McMichael, Albert Roland (Wilton C. Eddis & Sons)—Contin- 
ental Life Building, Toronto, Ont. June 14th, 1912. 

McMillan, James—295 Princess Avenue, London, Ont. June 
23rd, 1910. 
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MeNabb, John Dermott (with Clarkson, Gordon & Dilworth) 
—15 Wellingtun Street West, Toronto, Ont. June 
18th, 1917. 

McPherson, Roy Sharvel (Thorne, Mulholland, Howson & Mc- 
Pherson )—1026 Bank of Hamilton Building, Toronto, 
Ont. June 16th ,1911,. 

Nasmith, Henry Clark—Port Perry, Ont. June 24th, 1913. 
*Neff, Arthur Clifton (Neff, Robertson & Co.)—70 Victoria 

Street, Toronto, Ont. April 15th, 1884. Fellow, Nov- 
ember 21st, 1899. 

Niven, John Ballantine (Touche, Niven & Co.)—42 Broadway, 
New York, N.Y. February 18th, 1909. 

Osler, Arthur Ernest—Jordan & Melinda Streets, Toronto, Ont. 
June 23rd, 1910. 

Over, Spencer Henry—271 Doyle Avenue, Providence, R. I. 
June 28th, 1900. 

Parker, Angus McColl—i8 Scarborough Road, Toronto. Feb- 
uary 16th, 1920. 

Parker, Charles James—i10 William Street, Brantford, Ont. 
j July 10th, 1906. 

Pelling, Charles Henry (with Clarkson, Gordon & Dilworth)— 
15 Wellington Street West, Toronto. June 27th, 1919. 

Pentelow, William Mitcher.er—11 Stuart Street, Guelph, Ont. 
July 9th, 1897. ? 

Peters, Gordon Alexander (Peters, Glatt & Rumble)—911 C. 
P. R. Building, Torento, Ont. June 18th, 1917. 

Pettit, William Holland (Oscar Hudson & Co.)—32 Church 
Street, Toronto, Cnt. June 16th, 1911. 

Pirie, William Simpson (Crawley, Milne & Co.)—50 Albert 
Street, Ottawa, Ont. June 25th, 1920. 

*Pontifex Bryan—906 Excelsior Life Building, Toronto, Ont. 
February 18th, 1909. Fellow, June 26th, 1914. , 

Pyper, Hugh (Forster, Green & Co., Ltd.)—Belfast, Ireland. 
November 25th. 1913. 

Reid, Stanley Ruddell (Thorne, Mulholland, Howson & Mc- 
Pherson)—-501 Bank of Hamilton Bldg., Hamilton, 
Ont. April 25th. 1919. 

Roberts, Charles Percy (with J P. Langley & Co.), McKinnon 
Building, Toronto, Ont. June 27th, 1919. 

*Roberts, Frank Ernest (Gunn, Roberts & Co.)—25 Toronto 
Street, Toronto, Ont. July 10th, 1906. 

Robertson, Ian Peter McIntosh (Neff Robertson & Co.)-—70 Vic- 
toria Street, Toronto, Ont. February 4th, 1913. 

Robertson, John Bissland (Robertson, Robinson, Armstrong & 
Co.)—24 King Street West, Toronto, Ont. June 22nd, 
1915. 

Robins, John Franklin—1501 Royal Bank Bldg., Toronto, June 
25th, 1920. 

Robinson, George Alexander—1623 Shirley Ave., Norfolk, Va. 
June 14th, 1912. 

AFG *Robinson, Valeolm Hugh (George A. Touche & Co.)—Lewis 
Buiding, 17 Street John St., Montreal Que., February 
18th, 1909. Fellow, June 27th. 1919. 

GJ Ronald, William Sidney—Lindsay Building, Winnipeg, Man. 

F 
June 21st, 1905. 

Ress, John W. (P. S. Ross & Sons)—142 Notre Dame Street 
West, Montreal, Que. July 14th, 1914. 
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Ross, William James, B.A.—Sudbury, Ont. June 21st, 1905. 
Rougive, John Norman—510 Union Bank Building, Ottawa, Ont. 

November 26th, 1917. 
Rowbotham, Geoffrey Guthrie (Price, Waterhouse & Co.)—145 

St. James St., Montreal, Que. April 24th, 1918. 
Rowlands, Richard Fellows—316 Confederation Life Bldg., Tor- 

onto, Ont. June 16th, 1911. 
Rumble, Isaac Albert, B.A——(Peters, Glatt & Rumble)— 

911 C. P. R. Building, Toronto, Ont. June 24th, 1913. 
*Scott, Charles Sumner—28 James Street South, Hamilton, Ont. 

June 28th, 1900. Fellow, June 21st, 1905. 
Scott, ee Cromarty—City Hall, Toronto. November 26th, 

1918. 
*Scully, John Meshach (Scully & Scully)—Kitchener, Ont. 

June 21st, 1898. Fellow, February 25th, 1902. 
Seburn, Thaddeus I. (Seburn, Ferguson & Baker)—19 Melinda 

Street, Toronto, Ont. March 16th ,1910. 
Shepard, Alfred Byron (Thorne, Mulholland, Howson & 

McPherson)—1026 Bank of Hamilton Building, Tor- 
onto, Ont. June 20th, 1916. 

Shepherd, Arthur Bromilow (Marwick, Mitchell & Co.)—1603 
Royal Bank Bldg., Teronto, Ont. June 15th, 1920. 

Shiach, Harold Alexander—(Rutherford Williamson & Co.) 
86 Adelaide St. East, Toronto, Ont. June 25th, 1920. 

Shiell Robert (Clarkson, Gordon & Dilworth)—15 Wellington 
Street West, Tcronto, Ont. December 21st, 1908. 

Short, Frank George—43 Victcria Street, Toronto, Ont. June 
18th, 1917. 

Shultis, Adam—44 William Street, Brantford, Ont. June 28th, 
1900. 

*Sime, Thomas Watson (Stiff Bros. & Sime)—728 Bank of Ham- 
ilton Building, Toronto, Ont. March 19th, 1907. 
Fellow, June 24th, 1913. 

Smeeton, Arthur Ernest—Lytton, Sonoma County, California, 
June 23rd, 1899. 

*Smith, George Ernest Faulkner—corner Main and James 
Streets, Hamilton, Ont. June 27th, 1904. 

Smith, James Sewell—(with Rutherford Williamson & Co.) 86 
Adelaide St. East, Tcronto, Ont. June 25th, 1920. 

Sorley, Stewart Hamilton (Thorne, Mulholland, Howson & Mc- 
Pherson)1026 Bank of Hamilton Building, Toronto, 
Ont. June 17th, 1918. 

Soutar, Alexander Findlay (with Clarkson, Gordon & Dilworth) 
—15 Wellington Street West, Toronto, Ont. June 
17th, 1918. 

Stephens, Herman Archibald—22 Church Street, Toronto, Ont. 

June 17th, 1918. 
Stephens, Robert Erl—320 St. George Street, Toronto, Ont. 

January 27th, 1919. 
Stiff, Frederick James (Stiff Bros. & Sime)—728 Bank of Ham- 

jlton Building, Toronto, Ont. June 28th, 1907. 
*Stiff, George Ussher (Stiff Bros. & Sime)—728 Bank of Ham- 

ilton Building, Toronto, Ont. June 27th, 1902. 
Fellow, June 17th, 1909. Life Member, 1913. 

*Stone, Charles Edgar—7 King Street West, Toronto, Ont. 
May ist, 1891. 

*Sutcliffe, John Ingham—28 Wellington Street East, Toronto, 

Ont. June 21st, 1905. 
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Tait, Andrew Wilson (George A. Touche & Co.)—Basidon 
House, Moorgate Street, London, E. C., Eng, Febru- 
ary 18th, 1909. 

Taylor, Stephen Alexander—345 Portage Ave., Winnipeg, Man, 
June 27th, 1919. 

Taylor, William Dunbar (Clarkson, Gordon & Dilworth)—15 
esa Street West, Toronto, Ont. October 28th, 

Thomasson, Thomas Wells—Box 579, R.F.D. No. 11, Los An- 
geles, California, U.S.A. June 29th, 1908. 

Thompson, William Herbert A. (Edwards, Morgan & Co.)—614 
Herald Building, Calgary, Alta, June 18th, 1909. 

Thomson, William Garth (Marwick, Mitchell & Co.)—277 
Beaver Hall Hill, Montreal, June 15th, 1920. 

Thorne, John Leonard (Thorne, Mulholland, Howson & McPher- 
son)—1026 Bank of Hamilton Building, Toronto, Ont. 
June 18th, 1917. 

*Tindall, William Buchan—26 Ernest Avenue, Toronto,, Ont. 
Jun? 20th, 1883. Fellow, April 9th, 1903. Life Mem- 
ber 1920. 

Todd, Archibald Hamilton—245 Bathurst Street, Toronto. June 
25th, 1920. 

Tolley, William Alfred—City Hall, Ottawa, Ont. March 28, 1915. 
Touche, Sir George (George A. Tcuche, & Co.)—Basildon House, 

Moorgate Street, London, E. C., Eng. February 18th, 
1909.. 

Turner, James—Audit Department, T. Eaton Co., Ltd., Toronto, 
Ont. June 18th, 1917. 
onto, Ont. June 20th, 1916. 

Urquhart, Charles Rodger (Marwick, Mitchell & Co.)—1 and 
3 Regent St., Waterloo Place, London, S. W. 1, 
England. May 25th, 1915. 

Vanstone, Harold Wilkinson (Thorne, Mulholland, Howson & 
MecPherson)—1026 Bank of Hamilton Building, Tor- 
onto, June 20th, 1916. 

*Vigeon, Harry (Vigeon & Co.)—2 Leader Lane, Toronto, Ont. 
April 16th, 1891. Fellow, November 25th, 1895. 

Vigeon, Harry Frank (Vigeon & Co.)—-2 Leader Lane, Toronto, 
Ont. March 16th, 1910. 

*Wade, Osler—32 Front Street West, Toronto, Ont. June 27th, 
1902. Fellow, June 17th, 1909. : 

Walker, Albert James (Rutherford Williamson & Co.)—86 
Adelaide Street East, Toronto, Ont. June 27th, 1902. 

Wallace, John Dickie (Rutherford Williamson & Co.)—86 Ade- 
laide Street East, Torcnto, Ont. June 20th, 1916. 

Waterhouse, Sir Nicholas Edwin (Price, Waterhouse & Co.)—3 
Fredericks Place, Old Jewry, London, Eng. October 
28th, 1910 . 

Webb, T. Harry (Geo. A. Touche & Co.)—707 McArthur Bldg., 

Winnipeg, Man. January 27th, 1914. 
Welch, George Andrew—300 Jackson Bldg., Ottawa, Ont. June 

18th, 1917. : 
*Welch, Henry James (Lawson, Welch & Campbell)—Crown 

Life Building, 59 Yonge Street, Toronto, Ont. June 

29th, 1908. Fellow, June 21st, 1921. _ 
West, William Henry (West & Flint)—50 Pine Street, New 

York, N.Y. June 23rd, 1899. 
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Westervelt, James Williara—London, Ont. June 27th, 1902. 
White, Charles Edgar (Edwards, Morgan & Co.)—705 Electric 

Railway Chambers, Winnipeg, Man. June 22nd, 1915. 
Wilkes, Paul Henry—701 Alworth Building, Duluth, Minn. June 

27th, 1919. 
*Williamson, Rutherford (Rutherford Williamson & Co.)—Mer- 

chants Fire Chanibers, 86 Adelaide Street East, Tor- 
onto, Ont. March 16th, 1910. Fellow June 21st, 1921. 

Wilmot, eurE Walter—129 Front Street, New York, N.Y. July 
8th, 1910. 

Willis, Wiliam Henry—Room 726, 1400 Broadway, New York. 
June 25th, 1920. 

Wilson, Edwin (with Barrow, Wade, Guthrie & Co.)—25 Broad 
Street, New Ycrk, N.Y. February 26th, 1918. 

Wood, Edward Rogers—26 King Street East, Toronto, Ont. Jan- 
uary 26th, 1888. 

Woodroffe, Edmund—9-10 Pancras Lane, London, E. ©. 4, Eng- 
: land. February 26th, 1903. 
*Young, John Henry—64 Wellington Street West, Toronto, Ont. 

June 21st, 1898. Fellow, June 19th, 1908. _ : 
*Young, Ralph Edward (Ralph E. Young & Co.)—Times Build- 

ing, Toronto, Ont. July 9th, 1897. Fellow, June 17th, 
1909. ' 
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THE INSTITUTE OF CHARTERED ACCOUNTANTS OF 
MANITOBA 

CHARTER 

(Being Chapter 29 of the Revised Statutes of 
Manitoba, 1913) 

An Act Respecting “The Institute of Chartered 
Accountants of Manitoba” 

IS MAJESTY, by and with the advice and consent of the Leg- 

islative Assembly of Manitoba, enacts as follows : 

1. This Act may be cited as “ The Chartered Accountants’ Act.” 
3 Geo. 5, c. 1, s. 1. 

2. The association known by the name of “ The Chartered Ac- 
countants’ Association of Manitoba” is hereby continued under the 
name of “The Institute of Chartered Accountants’ of Manitoba,” 
and shall be deemed to be a body corporate and politic un- 
der such a name, and by that name shall have perpetual succession, 
and may sue and be sued in any court, and have and use a common 
seal, and be capable of making and receiving all deeds, conveyances, 
transfers, assignments and contracts necessary to carry out effectual- 
ly the provisions of this Act and promote the objects and designs of 
the said Institute, and the said corporation (hereinafter called the 
Institute) shall, subject to the provisions of this section, be capable by 
its corporate name of taking, purchasing, holding, selling, mortgaging 
and disposing of any and all gocds, chattels, Jands, tenements and 
hereditaments, and any real and versona] property whatsoever, and 
any interest therein, which mey from time to time be necessary or 
convenient for the purposes cf the Institute, but the Institute shall 
not engage in trade or deal in lands or any interest therein, but may 
apply moneys derived from fees, voluntary contributions or donations 
from members or others, towards the maintenance and objects of the 
Institute in such manner as the said Institute shall from time to time 
by By-law direct : 

Provided always that the said Institute shall only have power 
to acquire and hold such real estate so far as the same shall 
be necessary for the purpose of the said Institute within Manitoba ; 

Provided also that it shall be lawful for the said Institute fo 
invest the funds of the said Institute in such investments as trustees 
are authorized to invest in under “The Manitoba Trustee Act.” 3 
Geo. 5, c. 1, s. 2. 

3. Every person appearing as a member of the Chartered Ac- 
countants’ Association of Manitoba on the list of members thereof, as 
of the fifteenth day of February, 1913, shall be a member of the said 
a Institute of Chartered Accountants of Manitoba. 38 Geo. 5, c. 1, s. 

4. The objects and powers of the I:stitute shall be to promote 
and increase, by all lawful means, the knowledge, skill and proficiency 
of its members in all things relating to the profession of a public 
accountant, and to that end to establish classes, lectures and examina- 
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tions, and prescribe such tests of competency, fitness and moral char- 
acter as.may be thought expedient to qualify for admission to mem- 
bership, and to grant diplomas to such members enabling them to use 
the distinguishing letters “C.A.” (Chartered Accountant) as a certifi- 
cate of such membership. 3 Geo. 5, c. 1, s. 4. 

‘ 5. The head office of the Institute shall be in the City of Winni- 
peg, in the Province of Manitoba, at the office of the Secretary for the 
time being, until such time as the Institute shall provide a permanent 
office. 3 Geo. 5, ¢. 1, s. 5. 

6. The Institute by By-law may make one or more classes of 
membership and may prescribe the qualifications for and the rights 
of each of such classes. 

(2) The Institute may also grant the designation of “ F.C.A.” 
(signifying “ Fellow of the Chartered Accountants”) to such members 
who are over the age of thirty years and have been continuously in 
practice for a period of at least five years, under such conditions as 
the Institute may by By-law provide. 3 Geo. 5, c. 1, s. 6. 

7. The affairs and business of the Institute shall be managed by 
a Council consisting of not less than six and not more than twenty- 
one members, and the Council may by By-law provide that a part of 
a4 Council be elected for a term not exceeding two years. 3 Geo. 
ete ten Sar t-. 

8. An Annual Meeting shall be held for the election of mem- 
bers of the Council of the Institute, and for such’other business as 
may be brought before such meeting, at such time and place, and un- 
der such regulations and after such notices as by the By-laws of the 
Institute shall be determined, and, in default of such election being 
held at the proper time the existing Counzil shall continue to act un- 
til their successors shall be duly appointed. 

(2) Nominations of candidates for election to the Council must 
be in writing, signed by two members of the Institute, and must be 
lodged with the Secretary at least fourteen days before the date of 
the Annual Meeting. 

(8) <A voting paper containing the names ,alphabetically arrang- 
ed, of the persons nominated for election to the Council shall be sent 
by mail to each member in good standing at least ten days before the 
date of the Annual Meeting, and the Council! shall be elected by means 
of such voting papers, whether the members voting be present or ab- 
sent from the Annual Meeting. 

(4) The Council may by By-law provide that practising mem- 
bers only shall be eligible for election to the Council, and may by de- 
termine who are practising members ; provided that the Institute may 
in General Meeting pass such By-laws. 

(5) All vacancies which may occur in the Council by death or 
otherwise, in the intervai between two Annual Meetings, may be fill- 
ed by the Council. 3 Geo. 5, c¢. 1, s. 8. 

9. The Council shall elect from among its members a President 

and one or more Vice-Presidents, as may be provided by the By-laws. 

The office of President shall not be held by any one person for more 

than two years in succession. 

(2) The Council shall appoint a Secretary and a Treasurer (the 
same person being eligible for both offices), who may or may not be 
members of the Institute. 
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(3) The Council may appoint such other officer or officers as may 
be provided by the By-laws. 3 Geo. 5, c¢. 1, s. 9. 

10. The Council may make By-laws for the government of its 
members and the carrying on of its objects, and may from time to 
time repeal, amend or re-enact the same, but every such By-law, and 
every repeal, amendment or re-enactment thereof, unless in the mean- 
time confirmed at a Special Meeting of the Institute called for that 
purpose, shall have force only until the next Annual Meeting of the 
Institute, and in default of confirmation thereat shall, at and from 
that time only, cease to have force; provided that the Institute in Gen- 
eral Meeting may make, repeal, amend or re-enact By-laws for any of 
the purposes aforesaid. 3 Geo. 5, «. 1, s. 10. 

11. The Institute may establish classes of students in accounts, 
and may make arrangements with any university or college in Mani- 
toba for the attendance of students in accounts at such lectures or 
classes in such university or college as may come within the course of 
subjects provided by the rules, By-laws and regulations of the In- 
stitute, and may agree with any such university or college for the use 
of any library or museum or property belonging to or under the con- 
trol of such University or college, and may enter into all arrangements 
necessary for that end upon such terms as may be agreed upon. 3 
Geo. 5, c. 1, s. 11. 

12. The Council may— 

(a) Prescribe a curriculum of studies to be pursued by, and term 
of service of, the students ; 

(b) Determine as to the fitness, moral character and habits of 
persons applying to be examined ; 

(c) Prescribe the subjects upon which candidates for membership 
shall be examined. 

(d) Fix standards of skill and competency ; 
(e) Establish a scale of fees to be paid by person applying for 

examination ; 
(f) Appoint examiners, define their duties and ux their remuner- 

ation, and 
(g) Make such rules and regulations (rot contrary to the prov- 

isions of this Act or the By-laws of the Institute) in respect to exam- 
inations as may be expedient. 3 Geo. 5, c. 1, s. 12. 

13. The Council shall hold examinations at least once in each 
year. 3 Geo. 5, c. 1, s. 13. 

14. Any person not under the age of twenty-one years who shall 
have satisfied the Council as to his fitness, moral character and hab- 
its, and as to his skill and competency, and who shall have passed the 
examination of the Institute and paid the fees fixed by By-law, shall 
be entitled to become a member of the Institute. 3 Geo. 5, c. 1, s. 14. 

15. The Council shall by resolution prescribe the conditions upon 
which persons, who have passed the examinations of other corporate 
bodies having the same or similar objects, may be admitted as mem- 
bers of the Institute, and such conditions shall be reasonable and sub- 
ject to amendment from time to time by the Lieutenant-Governor-in- 
Council, and if the Council omits to provide such conditions the Lieut- 
enant-Governor-in-Council may prescribe the same, 3 Geo. 5, c. 1, s. 15. 

16. The Council may fix an entrance fee and the annual fee or 
subscription to be paid by the various -classes of members, and may 
vary the amounts thereof from time to time. 8 Geo. 5, c. 1, s. 16. 
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17. The Council may adopt a tariff of minimum fees which may 
be demanded by members of the Institute, and may amend the same, 
and, upon the approval thereof, by a two-thirds majority of the mem- 
bers present at a General or Special Meeting of the Institute, the 
Lieutenant-Governor-in-Council may direct that the said tariff shall 
be recoverable in law by a member of the Institute in any court of 
competent jurisdiction. 3 Geo. 5, c. 1, s. 17. 

18. Persons who have rendered conspicuous services to the In- 
stitute, either in the advancement of its educational objects or its gen- 
eral welfare or by material contributions to the library of other funds 
of the Institute, may, by the unanimous vote of the nembers present 
at any meeting of the Institute, be elected to honorary membership 
of the Institute, but honorary membership shall not confer the right 
to use the designation “ Chartered Accountant” or to be elected to 
the Council or to vote. 3 Geo. 5, c. 1, s. 18. 

19. No member shall be personally liable for any debt of the 
Institute beyond the amount of his unpaid fees or subscription as 
aforesaid. 3, Geo. 5, c. 1, s. 19. ; 

20. All interest in or claim against the funds and property of 
the Institute of any member shall absolutely cease and determine upon 
the death of such member, and shall also absolutely cease and deter- 
mine upon any such member during his lifetime ceasing to be a mem- 
ber of the Institute. 3 Geo. 5, c. 1, s. 20 

21. The Institute may by By-law prcvide for the suspension and 
expulsion, on complaint made in writing and after due enquiry into 
same, of any member for misconduct or violation of the rules or By- 
laws of the Institute, or who knowingly and wilfully issues or signs 
any false or misleading statement, audit or report, or give any false 
or misleading information in connection with any audit or examiation 
of accounts. 3 Geo. 5, c. 1, s. 21. 

22. No person shall be entitled to take or use the designation 
“Chartered Accountant” or the initials “F.C.A.,” “A.C.A.,” 
“C.A.A.” or “C.A.,” either alone or in combination with any other 
words, or any name, title or description implying that he is a Charter- 
ed Accountant, or any name, title, initials or descriptions implying that 
he is a certified accountant or an incorporated accountant, unless 
he be a member of the Institute in good standing and registered as 
such : 

(a) Provided that any firm of Chartered Accountants whose 
head office is outside the Province of Manitoba, but which maintains 
an office and practice within the Province, shall be entitled to take and 
use the designation of “Chartered Accountants” and the intials 
“C.A.,” and to practice as such, if any one member of such firm be a. 
member of the Institute of Chartered Accountants of Manitoba; pro- 
vided that, if the member of ‘such firm who is a member of the In- 
stitute of Chartered Accountants of Manitoba should die or resign 
from such firm the ‘said firm shall be entitled to continue the use of 
such designations, provided that another member of such firm be- 
comes a member of the said Institute within ‘six months of the death 
or resignation of such member. 8 Geo. 5, ¢. 1, s. 22. : 

23. Every person who contravenes any of the provisions of the 
last preceding section shall for every contravention incur a penalty of 
fifty dollars, and the penalty imposed by this Act may be recovered 
with full costs of prosecution on a summary conviction before any one 
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or more of His Majesty’s justices of the peace in the municipality in 
which the offence is committed, except where it is otherwise provided. 
The procedure on such prosecution shall be in accordance with the 
provisions of “The Criminal Code,” referred to in “The Manitoba 
Summary Convictions Act” and amendments thereto, and of such 
Acts and amendments. 3 Geo. 5, c. 1, s. 23. 

24. The penalty imposed upon any such conviction shall be forth- 
with paid over to the Provincial Treasurer, to form part of the Con- 
solidated Revenue of the Province, and, in case the said penalty and 
costs are not paid forthwith, the said justice may issue his warrant to 
commit the defendant to the common goal of the judicial district in 
which the offence was committed, there to be imprisoned for any 
term not exceeding two months, unless the penalty and costs are 
sooner paid. 8 Geo. 5, c. 1, s. 24. 

25. The Council shall cause to be kept by the Secretary, or other 
officer appointed for the purpose, a book or register in which shall be 
entered in alphabetical order the names of all members in good stand- 
ing, and those members only whose names are entered in the book or 
register aforesaid shall be deemed entitled to the privilege of mem- 
bership in the Institute, and such book or register shall at all times 
be subject to inspection by any person free of charge. 

(2) Such book or register, or copy of the same duly certified by 
the Secretary, shall be prima facie evidence in all courts and before 
all persons that the pefrsons whose names are entered therein are mem- 
bers of the Institute in good standing, and the absence of the name of 
any person from such register shall be prima facie evidence that such 
person is not a member of the Institute. 3 Geo. 5, ¢. 1, s. 25. 

26. Nothing in this Act shall affect or interfere with the right 
of any person, not a member of the Institute, to practise as an ac- 
countant in the Province of Manitoba, nor with the right of any per- 
son, not residing or having an office within this Province, to use any 
designation as accountant. 3 Geo. 5, c. 1, s. 26. 
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THE INSTITUTE OF CHARTERED ACCOUNTANTS OF 

MANITOBA 

BY-LAWS 

BY-LAW I. 

Membership 

1. Any person, not under twenty-one years of age, who shall be 
recommended by two members of the Institute and who either shall 
have passed the examinations of the University of Manitoba for ad- 
mission or shall have satisfied the Committee on Membership and the 
Council as to his professional attainments, experience, moral charac- 
ter and habits, and who shall have paid the fees required by these By- 
Laws, shall be entitled to become a member of the Institute. 

2. The membership of the Institute shall be divided into the fol- 
lowing classes: : 

Class A—Members who are principals in a firm of Chartered Ac- 
countants or are in individual practice and who maintain 
an office or place within the Province of Manitoba at which 
their professional services may be engaged. 

Class B—Members who are solely in the employment of Chartered 
Accountants. 

Class C—Members who are non-resident in Manitoba and do not 
maintain an office or place within the Province of Mani- 
toba at which their professional services may be engaged 
and resident members who are not solely in the employ- 
ment of Chartered Accountants. 

Class D—Honorary members. 
3. Any member whose fees are not paid within three calendar _ 

months after the date when such fees have become due and payable, 
may be suspended by the Council from the privileges of membership. 
The payment of such fees may, with the consent of the Council, rein- 
state a suspended member. 

4. Any member whose fees are not paid within three calendar 
months after the date when fees for the year next following have 
become due and payable shall have thereby terminated his membership, 
and the Secretary shall remove his name from the Register. Such 
persons may be readmitted upon such terms: als the Council shall 
approve. 

5. No member shall be eligble for office or entitled to vote if any 
fees or debts due by him to the Institute are three months in arrears. 

_ 6. Upon evidence satisfying it that any member has been con- 
victed by a competent tribunal of any offence which. in the oninion of 
the Council, renders him unfit to be a m’mber, the Council shall have 
the right by a maiority of two-thirds of those present at a meeting 
thereof, to expel from thej Institute such member, and his name shall 
be removed from the register. 

: 7. Any member, provided he is not under liability to the Institute, 
_ Shall be entitled to resign his membership on giving notice in writing 
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of his intention to do so, and on the surrender of his certificate of 

membership. > 

8. Every member, when elected, shall be granted a certificate of 

membership and shall, so long as he remains a member of the In- 

stitute, be entitled to retain the said certificate. ; 

9. Every certificate issued to a member shall be in such fo 
as the Council may from time to time determine, and shall be the 
property of the Institute and, in the event of cessation of member- 
ship, shall be surrendered to the Council, and shall be recoverable on 
demand unless the Council shall assent to its remaining in the posses- 
sion of the member. 

10. Members practising in partnership with persons who are not 
members shall not permit the partnership or the firm to be described 
as “Chartered Accountants,’ except as provided in the Act of Incor- 
poration, section 22, sub-section (a). Any person named in connec- 
tion with such partnership by advertisement or otherwise shall be 
deemed a partner for the purpose of this By-Law. 

11. No member shall be a Director, Officer or member of any 
Corporation or of any Company operating under a non-personal title 
or name, which is engaged in the business of auditing or accounting 
within the Province of Manitoba, nor shall any member when, or as an 
employee or assistant of any such Company, do any work for others, 
in the nature of-auditing or accounting or other work appertaining to 
the practice of a Chartered Accountant ; provided that nothing herein 
contained shall prevent any member auditing or investigating the 
books or accounts of any such Company. 

12. No member shall engage in any business, profession or 
employment, or adopt any form of advertising or method of procuring 
business, which, in the opinion of the Council, is objectionable in a 
member of this Institute. 

13. No member shall be a partner in any firm of Chartered 
Accountants which maintains an office and practice within the Prov- 
ince unless such office and practice shall be and continue under the 
personal charge and managed by cne of the members of such firm or 
under the personal charge of and managed by a member of this 
Institute. 

14. No member practising as a Chartered Accountant alone and 
not as a member of a firm of Chartered Accountants shall maintain 
an office and practice within the Province unless such office and prac- 
tice shall be and continue under his personal charge and management 
or under the personal charge and management of a member of this 
Institute. 

15. It is provided, however, that a period of three months may 
be allowed a manager of an office and practice in the Province, after he 
assumes charge of the same, to secure admission to membership in this 
Institute, but the Coucil, at its discretion, may grant further exten- 
sions of time. 

BY-LAW II. 

Council 

1. The Council shall consist of fourteen members from Class A 
and B as defined in By-Law I, section 2; ten at least of whom shall 
be elected from Class A, and not more than four from Class B, and 
they shall hold office for two years, seven retiring annually. 
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2. All members who are in good standing and whose place of 

residence is in the Province of Manitoba, shall be eligible for election 

to the Council, provided that not more than two merbers (Class A or 

Class B) from any firm or partnership shall be entitled to occupy 

places on the Council concurrently. In the event of more than two 

such representatives being elected only the two who shall have recevied 

the highest number of votes shall be declared elected. 

3. Members of the Council duly elected shall retain office until 

the final termination or dissolution of the next general meeting of the 

Institute (including all adjournments thereof), at which election of 

members of the Council is held, and upon such final termination or dis- 

solution shall, if their term of office has expired, unless re-elected, re- 

tire from office. 
4. All acts dene by any meeting of the Council, or by any mem- 

ber of the Council, or their agents, or any committee of Council, shall 
notwithstanding that it shall be afterwards discovered that there was 
some defect in the appointment of such Council, or agent, or that they 
or any of them, were not qualified at the time of their appointment, 
er had become disaualified, be as valid as if such Council, committee 
of Council, member of Council, or agent, had been duly appointed and 
was qualified to act. 

5. Members of Council shall be responsible only for the acts 
which they themselves have joined in or done. 

6. All records, books and papers, shall, at all reasonable times, 
be open to the inspection of members of the Council. 

_%. A member of the Council may, at any time, give notice in 
writing to the Council of his wish to resign, and on the acceptance of 
his resignation by the Council, but not before, his office shall be vacant. 

8. The office of a member of the Council is vacated : 

(a) If he ceases to be a member of the Institute, or be ex- 
cluded or suspended for any period from membership. 

(b) If he is absent from the meetings of the Council for more 
than three consecutive months without the consent of the Council. 

_ 9. Vacancies which may occur in the Council by death or other- 
wise between two Annual Meetings may be filled by the Council from 
the particular class of membership (Classes A or B) from which the 
retiring member had been elected, and subject to the limitations of 
By-Law II., section 2. 

BY-LAW III. 

Election of Council 

1. The Secretary shall, at least thirty (30) days prior to the 
Annual Meeting, notify all members, except those of Class D, that 
nominations for the Council, as provided under By-Law II., section 2, 
will be received by him up to fourteen (14) days before the Annual 
Meeting. 

_ 2. At each Annual Meeting every retiring member of the Coun- 
cil shall be deemed to be nominated for election unless he shall have 
notified the Secretary of his desire not to offer himself for re-election, 
such notice to be given not 1 t 
Annual Meeting. ‘: Ces tee 
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8. As regards any other candidate or candidates to be nomin- 

ated for election on the Council at an Annual Meeting, previous notice 

of each such nomination in writing, signed by two members, must be 

delivered at the Secretary’s office not less than fourteen (14) days 

before the Annual Meeting. If the requisite number of members be 

not elected on the Council at an Annual Meeting, the vacancies may 

be filled by the Council. 

4. In the event of there being more nominations than seven, 

the Secretary shall prepare and mail to each member in good stand- 
ing, other than those of Class D, a voting paper containing the names 
alphabetically arranged of those nominated for Council, at least ten 
(10) days before the date of the Annual Meeting, and the Council 

. shall be elected by means of such voting papers, whether the mem- 
_ bers voting be present at, or absent from the Annual Meeting. Such 
voting paper shall indicate beside each name whether the candidate 
is a Class A or B member—and such voting paper shall also contain a 
ser 92 stating that not more than four members of Class B can be 
elected. 

5. Each voting paper shall be marked for not less than nor more 
than seven members. Any voting paper marked for less than or more 
than seven members shall not be considered in counting the votes. 

6. At the Annual Meeting three Scrutineers shall be elected, 
who shall count the voting papers handed to them by the Secretary, 
prepare a certified alphabetical list of those elected and return the 
same to the Secretary who shall declare the result of the voting. The 
voting papers after being counted shall be placed in a sealed package 
and handed to the Secretary, who shall destroy them. 

7. In the event of a tie between any two or more nominees nec- 
essary to complete the membership of Council, the member or mem- 
bers elected shall be decided from amongst such names by a drawing 
to be conducted under the supervision of the Secretary. 
sary to complete the membership of Council, the member or members 
elected shall be decided from amongst such names py a drawing to 
be conducted under the supervision of the Secretary. 

BY-LAW IV. 

Meetings of Council 
1. Meetings of the Council shall be held monthly on the sec- 

ond Monday in each month, at such time and place as the President 
shall determine. At least three days’ notice shall be given of all 
meetings of the Council. 
2. Members of the Council non-resident in Winnipeg shall be 

paid by the Institute their actual expenses in going to and returning 
from said meeting. 

3. The Council may determine the quorum necessary for the 
transaction of business, which shall not be less than six members. 

4. The order of procedure at meetings of the Council shall be as 
follows 

(a) Reading, correcting and confirming minutes. 
(b) Reading and considering correspondence, 
(c) Reading and considering reports of Committees, 
(d) Passing Accounts. 
(e) General Business. 
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5. The minutes of any meeting of the Council, when signed by 

the Chairman at a following meeting shall, in the absence of fraud, be 

taken as conclusive evidence of the transactions recorded therein. 

BY-LAW V. 

Meetings of Members 

1. The Annual Meeting of the Institute shall be held during the 

last seven days in June of each year on such date and at such time 

and place as the Council may determine. 
2. Special Meetings of the Institute may be called by order of 

the Council when deemed expedient.. 

' 3. Special Meetings of the Institute shall be called by the Pres- 
ident after the receipt of a requisition signed by not less than ten 
(10) members. 

4. Meetings of the Institute for social intercourse, the reading 
of papers and the discussion of questions of interest to the profession, 
may be held whenever the President or the Council shall deem exped- 
ient. 

5. Notices of Annual and Special Meetings shall be given in 
accordance with By-Law VII., section 5, except meetings called under 
section 2 of this By-Law, in which case at least five (5) clear days’ 
notice in writing will be sufficient if sent to members as required by 
By-Law VII., section 5. 

6. At each Annual or Special Meeting no business shall be trans- 
acted unless there is a quorum present, such quorum to consist of 
twenty members in the case of meetings called under By-Law V., sec- 

_ tion 3, and in all other cases to consist of twelve members. If, within 
half an hour after the time appointed for such meeting, a quorum 
is not present, the meeting, if convened under By-Law V., section 3, 
shall be dissolved. In any other case, it shall stand adjourned to the 
same day in the next week, and at the same hour and place, and if at 
such adjourned meeting, a quorum is not present, those members who 
are present shall form a quorum and shall proceed to the business for 
which the meeting was called. 

7. Meetings of the Institute may be adjourned from time to time 
by resolution of a majority of the members present entitled to vote 
and voting ; but no business shall be transacted at any adjourned 
meeting other than the business left unfinished at the meeting from 
which the adjournment took place. 

8. The Secretary shall on the business day next following that 
on which a meeting has been adjourned notify all members of the date, 
place and hour to which the adjournment has been made. 

_ 9. The order of procedure at the Annual Meeting shall be as 
follows : 

(a) Reading notice calling meeting and Secretary’s certificate 
as to mailing of notices. 

(b) Reading, correcting and confirming minutes. 
(ec) Election of scrutineers. 

(d) Report of Council. 

(e) Financial Report. 
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3. As regards any other candidate or candidates to be nomin- 

ated for election on the Council at an Annual Meeting, previous notice 

of each such nomination in writing, signed by two members, must be 

delivered at the Secretary’s office not less than fourteen (14) days 

before the Annual Meeting. If the requisite number of members be 

not elected on the Council at an Annual Meeting, the vacancies may 

be filled by the Council. 

' 4. In the event of there being more nominations than seven, 

the Secretary shall prepare and mail to each member in good stand- 

ing, other than those of Class D, a voting paper containing the names 

alphabetically arranged of those nominated for Council, at least ten 

(10) days before the date of the Annual Meeting, and the Council 

_ shall be elected by means of such voting papers, whether the mem- 

_ bers voting be present at, or absent from the Annual Meeting. Such 
voting paper shall indicate beside each name whether the candidate 
is a Class A or B member—and such voting paper shall also contain a 
footnote stating that not more than four members of Class B can be 
elected. ' 

5. Each voting paper shall be marked for not less than nor more 
than seven members. Any voting paper marked for less than or more 
than seven members shall not be considered in counting the votes. 

6. At the Annual Meeting three Scrutineers shall be elected, 
who shall count the voting papers handed to them by the Secretary, 
prepare a certified alphabetical list of those elected and return the 
same to the Secretary who shall declare the result of the voting. The 
voting papers after being counted shall be placed in a sealed package 
and handed to the Secretary, who shall destroy them. 

7. In the event of a tie between any two or more nominees nec- 
essary to complete the membership of Council, the member or mem- 
bers elected shall be decided from amongst such names by a drawing 
to be conducted under the supervision of the Secretary. 
sary to complete the membership of Council, the member or members 
elected shall be decided from amongst such names py a drawing to 
be conducted under the supervision of the Secretary. 

BY-LAW IV. 

Meetings of Council 

1, Meetings of the Council shall be held monthly on the sec- 
ond Monday in each month, at such time and place as the President 
shall determine. At least three days’ notice shall be given of all 
meetings of the Council. 

_.2. Members of the Council non-resident in Winnipeg shall be 
paid by the Institute their actual expenses in going to and returning 
from said meeting. 

3. The Council may determine the quorum necessary for the 
transaction of business, which shall not be less than six members. 

4. The order of procedure at meetings of the Council shall be as 
follows 

(a) Reading, correcting and confirming minutes. 
(b) Reading and considering correspondence. 
(c) Reading and considering reports of Committees. 
(d) Passing Accounts. 
(e) General Business. 
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5. The minutes of any meeting of the Council, when signed by 

the Chairman at a following meeting shall, in the absence of fraud, be 

taken as conclusive evidence of the transactions recorded therein. 

BY-LAW V. 

Meetings of Members 

1. The Annual Meeting of the Institute shall be held during the 

last seven days in June of each year on such date and at such time 

and place as the Council may determine. 
2. Special Meetings of the Institute may be called by order of 

the Council when deemed expedient.. 
' 3. Special Meetings of the Institute shall be called by the Pres- 

ident after the receipt of a requisition signed by not less than ten 
(10) members. 

4. Meetings of the Institute for social intercourse, the reading 
of papers and the discussion of questions of interest to the profession, 
may be held whenever the President or the Council shall deem exped- 
jent. 

5. Notices of Annual and Special Meetings shall be given in 
accordance with By-Law VII., section 5, except meetings called under 
section 2 of this By-Law, in which case at least five (5) clear days’ 
notice in writing will be sufficient if sent to members as required by 
By-Law VII., section 5. 

6. At each Annual or Special Meeting no business shall be trans- 
acted unless there is a quorum present, such quorum to consist of 
twenty members in the case of meetings called under By-Law V., sec- 

_ tion 3, and in all other cases to consist of twelve members. If, within 
half an hour after the time appointed for such meeting, a quorum 
is not present, the meeting, if convened under By-Law V., section 3, 
shall be dissolved. In any other case, it shall stand adjourned to the 
same day in the next week, and at the same hour and place, and if at 
such adjourned meeting, a quorum is not present, those members who 
are present shall form a quorum and shall proceed to the business for 
which the meeting was called. 

7. Meetings of the Institute may be adjourned from time to time 
by resolution of a majority of the members present entitled to vote 
and voting ; but no business shall be transacted at any adjourned 
meeting other than the business left unfinished at the meeting from 
which the adjournment took place. 

8. The Secretary shall on the business day next following that 
on which a meeting has been adjourned notify all members of the date, 
place and hour to which the adjournment has been made. 

9. The order of procedure at the Annual Meeting shall be as 
follows : 

(a) Reading notice calling meeting and Secretary’s certificate 
as to mailing of notices. 

(b) Reading, correcting and confirming minutes. 
(ec) Election of scrutineers. 
(d) Report of Council. 

(e) Financial Report. 

55 



THE CANADIAN CHARTERED ACCOUNTANT 

(f) General Business; which shall consist of correspondence 
and of business brought forward by the Council, or any member, 
provided such member has given at least thirty (30) days’ notice to 
the Council of his intention by leaving a copy of the resolution or 
notice of the proposed business at the office of the Secretary, who shall 
lay the same before the Council prior to the meeting. 

(g) ‘Reports of scrutineers. 

(h) Election of auditor. 

10. The proceedings at all meetings shall be governed by the 
rules laid down in Bourinot’s Procedure, except as the By-Laws other- 
wise provide. 

11. At any meeting of the Institute two members may require 
that the voting upon any question shall be by ballot, and the Chair- 
man shall thereupon appoint two scrutineers for the purpose of taking 
the vote, and shall direct as to the form of voting paper. 

12. No objection shall be made to the validity of any vote except 
at the meeting or poll at which such vote shall be tendered, and every 
vote not disallowed at such meeting or poll shall be deemed valid. 
The Chairman of the meeting shall be the sole and absolute judge of 
the validity of every vote tendered at any meeting or poll. 

13. At any meeting of the Institute every member present and 
in good standing, other than Class D members, shall have a vote. 

14. Every entry in the Minute Book of the proceedings of Gen- 
eral or Special Meetings purporting to be entered and signed accord- 
ing to the Act of Incorporation, or these present shall, in the absence 
of proof to the contrary ,be deemed to be a correct record and an 
original proceeding of the Institute accordingly ; and in every case the 
burden of proof of error shall be wholly on the person making objec- 
tion to the entry. 

BY-LAW VI. 

Officers 

1. The members elected to the Council shall immediately after 
the Annual Meeting terminates, meet for the purpose of electing a 
President and a Vice-President from amongst themselves and ap- 
pointing a Secretary, Treadurer and Registrar (the same person being 
eligible for the three last mentioned offices), and the members of the 
Council then actually present at such meeting shall be a quorum for 
the purpose of such meeting and election. 

2. At the Annual Meeting in each year, a member of the Insti- 
tute, other than a member of the Council, shall be elected Auditor 
for the ensuing year. 

8. Librarian, not necessarily a member of the Institute, may 
be appointed by the Council. 

4. The Secretary, Treasurer and Registrar shall receive such 
remuneration as the Council shall from time to time determine. 

BY-LAW VII. 

Duties of Officers 

_ 1. The President shall preside and preserve order at all meet- 
ings of the Institute and Council. In his absence the Vice-President 
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shall exercise the office of President. In the absence of the President 

and the Vice-President, a Chairman shall be elected by a majority of 

those present entitled to vote and voting. 

2. The presiding officer shall put all motions to the meeting and 

declare the same carried or not, as the case may be. He shall have 

the right of voting as if not in the chair, and if there is an equality of 

votes, he shall declare the motion lost. 

3. The Secretary shall at all times be under the jurisdiction of 

the Council and shall conduct all the correspondence of the Institute 

and Council, attend all their meetings, keep a correct record of all 

their proceedings, keep a register of the members and the addresses, 

and see that the applications for admission and the recommendations, 

etc., accompanying the same are in the form prescribed, and that all 

the notices required by these presents are duly sent to the members 

of the Institute and Council. The Secretary shall also receive pay- 

ments for entrance fees and subscriptions, and shall pay to the Bank- 

er of the Institute all moneys that may come into his hands and shall 

keep correct accounts and be responsible for such other duties as the 

Council may from time to time impose. 

4. The Secretary, shall, not less than fifteen (15) days before the 

| day fixed for the holding of each Annual Meeting of the Institute, de- 

liver to the Auditor a full statement of the income and expenditures 
of the Institute for the year ending the thirty-first day of May last 
proceeding, together with a balance sheet setting forth the financial 
position of the Instiute on such date; and the Auditor shall examine 
into the matter and figures therein stated and report thereon in writ- 
ing and such report shall be delivered to the Secretary by the Auditor 
within three (3) days after receiving such statement and balance 
sheet, and shall be read, together with the statement and balance 
sheet, at the Annual Meeting. 

5. The Secretary shall mail to each member at his registered 
address, not less than ten (10) nor more than twenty (20) days pre- 
vious to each meeting of the Institute, notices giving the day, place 
and hour of meeting. In the case of an Annual Meeting, a copy of 
the Annual Report and audited Statement of accounts and any mo- 
tion of which notice has been given as provided in By-Law V., section 
9 (f) shall be enclosed with the notice of meeting. In the case of 
special meetings the notice shall state the purpose for which such 
meeting is called. The non-receipt of such notice by any member 
shall not invalidate the proceedings at any meeting. 

6. All notices to be given to the members of the Institute shall 
be deemed to have been given if mailed prepaiid in the Winnipeg Post 
Office, addressed to the member at the last address given by him to 
the Institute, and if no address shall have been given then the 
member’s address shall be deemed to be Winnipeg, and such notice 
shall be addressed to the member at Winnipeg, and a certificate under 
the hand of the Secretary shall be conclusive evidence of the mailing 
of such notice. 

7. In the event of the appointment of separate persons to the 
offices of Secretary, Treasurer and Registrar, their respective duties 
shall be defined from time to time by a resolution of the Council. 
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BY-LAW VIII. 

Committees 

1. The Council shall, at its first meeting after the election of 
officers, appoint the following Standing Committees for the purpose 
of facilitating business, viz : 

(a) Committee on Applications for Examination. 

(b) Committee on Membership. 

(c) Committee on Finance. 

(d) Committee on Legislation and Research. 

Committees A, B and C shall consist of members of the Council 
‘and Committee D may be appointed partly from the Council and 
partly from other members of the Institute. . 

All matters appertaining to each of the above named Committees 
shall be referred to them for enquiry, study and report. 

2. It shall be the duty of the Committee on Applications for 
Examination to receive and deal with all applications for registration 
of students and applications for, or relating to examination; to make 
full enquiry into the moral and educational fitness of all applicants, 
and to report on same to the Council with their recommendations. 

8. It shall be the duty of the Committee on Membership to re- - 
ceive and deal with all applications for membership from qualified 
persons wishing to affiliate with this Institute; to make all necessary 
enquiry with respect to thé moral fitness of each, and the sufficiency 
and bona fides of their qualifications, and to report on same to the 
Council with their recommendations. 

Complaints against the professional or moral conduct of any mem- 
bers shall be submitted to this Committee for preliminary considera- 
tion and report to the Council. 

4, It shall be the duty of the Committee on Finance to consider 
all financial problems that may present themselves from time to 
time with respect to Institute finances, investments, etc. 

5. It shall be the duty of the Committee on Legislation and Re- 
search to watch and study all Dominion, Provincial and Municipal 
Legislation that may be proposed from time to time; the effect of 
which might, directly or indirectly have a bearing on the profession or 
the relations of Chartered Accountants to the business community ; 
and generally to make such research into all matters referred to it by 
the Council which effect the profession . 

6. The Council may appoint such other Committees from time to 
time as circumstances require. 

7. Should any matter arise between two meetings of the Coun- 
cil affecting the interests of the Institute or the profession that, in 
the opinion of the President, requires immediate consideration, ‘but 
does not come within the jurisdiction of the Standing Committees of 
the Council, he shall have power to appoint a special Committee of 
not less than three members, of which he shall be Chairman, to in- 
vestigate such matter. The President shall report to the Council at 
the first meeting after said Committee has been appointed, his reas- 
ons for nominating the Committee and what action, if any, the Com- 
mittee has taken, and the Council may continue the Committee or 
deal with the matter in any way that it may deem best in the inter- 
ests of the Institute or the profession. . 
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8. The Council may fix the number and quorum of each of the 
above named Committees, but in the absence of anything to the con- 

trary, a majority shall be a quorum of any Committee. 

9. The first meeting of each Committee shall be convened by the 

Secretary, at which meeting a Chairman shall be appointed. Subse- 

quent meetings shall be called by the Chairman. Each Committee 

shall report to the meeting of the Council next following that from 

which the reference was made. 

10. The President and Vice-President shall be ex-officio members 

of all Committees. 

BY-LAW IX. 

Institute Funds 

1. All moneys received shall be immediately deposited in a Char- 
tered Bank to be selected by the Council, and withdrawals therefrom 
shall be made as the Council may direct, and all cheques shall be 
signed by the Treasurer and countersigned by the President or Vice- 
President. 

2. The funds of the Institute shall be applied first in defraying 
the current exenses of the Institute, then all moneys not immediately 
required therefor may be invested in such securities, for the timd 
being authorized by the Manitoba Trustees Act, as shall be directed 
by the Council. The Council may from time to time realize or vary 
such investments. 

3. The Council may employ any part of the funds of the Institute 
in the provision of prizes, medals or scholarships in connection with 
the subjects of the examinations held for the Institute. 

4. The Council may, with the sanction of the members at any 
Annual or Special Meeting, borrow money on such terms a3 may be 
authorized thereat, and secure the same by way of mortgage or 
otherwise, and pay interest thereon. 

5. The Council may act as treasurer and distributor of such 
benevolent or other special funds as may be contributed by the mem- 
bers and others, and may contribute thereto out of the funds of the 
Institute. 

6. The Council may employ any part of the funds of the In- 
stitute in the leasing, holding or rental or disposal of any building or 
hall to be used as. places of meeting, college, lecture or reading rooms, 
library and offices for the members of the Institute, and in fitting up 
and maintenance thereof; and the Council may, with the approval of 
the members at any general meeting, after due notice of such ob- 
ject, apply any part of the funds of the Institute in the purchase of 
any building or site and in the erection of any building thereon. 

7. The Council may from time to time appoint any three or more 
members of the Institute in good standing, or a Trust Company, to act 
as trustee of any property belonging to or under the control of the 
Institute. 

BY-LAW X. 

Students-in- Accounts 

1. Any person not under eighteen years of age, being employed 
as a clerk to a practising Chartered Accountant, may apply to the 
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Council to be registered as a Student-in-Accounts. Every such ap- 
plicant shall furnish evidence in such form as the Council may direct, 
as to his age, occupation and character. 

2. A registered student shall not be entitled by reason of such 
registration alone to exemption from any requirements as to age, 
character, experience or educational qualification that would otherwise 
be applicable to his case, as an applicant for examination. 

3. Registered students may form a society for the better ad- 
vancement of their studies and professional knowledge, and for the 
purpose of making recommendations affecting their joint interests 
for the consideration of the Council but all rules or regulations or acts 
of self--government of such society shall only have force or effect when 
the same shall have been approved by the Council, and shall be sub- 
ject to revision and amendment as the Council may see fit. 

4. Registered students shall be subject to the rules and regula- 
tions passed by the Council from time to time under By-Law XI, 
section 3. 

BY-LAW XI. 

Examinations 

1. Examinations to be designated the Intermediate and Final 
Examinations shall be held at least once in each year by the University 
of Manitoba, as provided in the Agreement between the University 
and the Institute dated the twelfth day of October, 1917. 

2. These exeminations shall be held on such dates as may be 
agreed upon between the Council and the University. 

3. The Council shall make, alter, amend or revoke such rules 
and regulations with regard to examinations as are not inconsistent 
with the _Institute’s agreement with the University, as may from 
time to time seem expedient or necessary and such rules and regu- 
pion for the time being shall be read with and form part of this By- 

aw. 

iene Every candidate whom the Council shall refer to the Univer- 
sity for examination, shall, before such examination takes place, pay 
to the Registrar of the University fees fixed by the University for 
such examination. 

_ 5. Every candidate applying to the Council for permission to 
write on the Final Examination shall deposit with the application an 
entrance fee of fifty dollars, which shall be refunded in the event of 
his failing to pass. 

BY-LAW XII. 

' Registered Societies 
1. Any Chartered or Incorporated Institute or Society which 

shall satisfy the Council that its standards of examination and con- 
ditions of membership conform to the standards of examination and 
conditions of membership in this Institute, shall be entitled to be regis- 
tered accordingly, and shall be designated a “ Registered Society.” 

2. A member in good standing of a Registered Society may be 
exempted from examination and admitted a member of the Institute, 
as provided for in the rules and regulations respecting examinations 
incorporated with By-Law XI., section 3. 
! 
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BY-LAW XIII. 

Fees 

1. Every person eligible for admission to Class A shall, before 
being admitted a member, pay an entrance fee of Seventy-five ($75) 
Dollars; and every person eligible for admission to Class B or Class C 
shall, before being admitted a member, pay an entrance fee of Fifty 
Dollars ($50). Every person admitted to membership without ex- 
amination shall pay a further fee of Ten Dollars ($10) for exemption 
from examination. 

2. Every member of the Institute shall on the first day of June 
in each year pay the following fee for the twelve months then en- 
suing : 

Class A members ..........-s.eeeeeeee $25.00 

WIRES Fe NOM MOCHA. fe acorereKiwb\s Aceka. tieigin coe. < 15.00 

CAO MOMDONE, 2: sdic's. He sis a bhie weed 10.00 

3. Any member admitted after the first day of December in any 
year shall pay only one-half of the annual fee for that year. 

4, Any member transferring from Class B or Class C to Class A 
shall, before commencing practice, pay an additional fee of Twenty- 
Five Dollars ($25). 

BY-LAW XIV. 

Complaints and Investigations 

1. For the purpose of inquiring into cmplaints made against any 
member under section 21 of The Chartered Accountants’ Act there is 
hereby appointed a Committee, which Committee shall not exceed five 
in number, of whom a quorum shall not be less than three, which Com- 
mittee shall be chosen by the Council from among all members of the 
Institute in good standing, whether members of the Council or not, and 
such Committee may be appointed by the Council at any meeting of 
the Council and may be changed from time to time, and it shall be 
the duty of such Committee to make due enquiry into any complaint 
made in writing to the Institute, or to the Council, or to such Com- 
mittee, of misconduct or violation of the rules or By-Laws of the 
Institute by any member, or that any member has knowingly and wil- 
fully issued any false or misleading statement, audit or report, or has 
given any false or misleading information in connection with any 
audit or examination of accounts. At least one week before the first 
meeting of the Committee to be held for such inquiry, a notice in writ- 
ing shall be served; upon or mailed to the person whose conduct is to 
be the subject of inquiry, and such notice shall embody a copy of the 
complaint made against him or the particulars thereof, and shall speci- 
fy the time and place of such meeting, and such notice shall be suffi- 
ciently given if mailed at His Majesty’s Post Office in Winnipeg, post- 
age prepaid, at least one week before such first meeting addressed to 
such person at his last known address appearing in the register of 
members of the Institute, and like notice shall be given to the person 
complaining; and on such inquiry, the evidence shall be taken and the 
inquiry made in such manner as shall be directed by the Chairman of 
and a full opportunity shall be given to the members as 
to whom such complaint is made, of being heard, and of producing evi- 
dence on his own behalf, and in the event of the non-attendance of 
such member, upon proof to the satisfaction of the meeting of ser- 
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vice of notice upon him as aforesaid, the Committee may proceed with 
the enquiry in his absence and may deal with the complaint 
without any further notice to him, and upon such Committee 
completing such inquiry, it shall report to the Council in writ- 
ing, and if the complaint is sustained, then the member so complained 
of may be suspended or expelled as the Council shall see fit, at any 
meeting of the Council of which ten days’ notice in writing shall have 
been given to all members of the Council; provided, however, that no 
member shall be expelled from membership except by a resolution to 
that effect carried by a vote of at least three-fourths of the members 
of the Council present at the meeting when the decision of the Council 
upon such complaint is being arrived at, entitled to vote and voting 
for or against such resolution. 

A Upon it being made to appear subsequently that for want 
of sufficient information, or for other reasonable cause, the finding of | 
the Committee upon any complaint under section 21 of the said Act, 
or the action of the Council upon such finding was unjust or inequit- 
able, the Council may at any meeting, of which ten days’ notice in 
writing shall have been given to all members of the Council, by a res- 
olution to that effect, make further investigation into such complaint, 
or refer the same to the said Committee for further inquiry, to be held 
as provided in By-Law XIV., section 1, and after such investigation 
by the Council, or after receipt of the report of the Committee, the 
Council may at any meeting of the Council of which ten days’ notice 
im writing shall have been given to all members of the Council, con- 
firm, modify, or rescind their previous resolution or action as shall 
seem just; provided, however, that no resolution for expulsion from 
membership shall be modified or rescinded except by a resolution of 
the Council in favor thereof, carried by a vote of at least three- 
fourths of the members of the Council present at such meeting en- 
titled to vote and voting for or against such resolution. 

3. Charges against a member or a student of an infraction of a 
By-Law or rule may be investigated summarily at any meeting of the 
Council, of which the member or student charged shall be given one 
week’s notice. If the charges be sustained, the offender may be dealt 
with as the Council shall see fit. 

4. Notices under the three last preceding sections excepting no- 
tices to members of the Council, shall be served personally or sent by 
registered letter, as the Council shall direct. 

5. The Council shall not be bound to take notice of any article 
or communication which may appear in the public prints or which 
may be addressed to any meizber or other person individually, or of 
any verbal statement, affecting the conduct of a member or student. 

BY-LAW XV. 

Miscellaneous 

1. There shall be elected annually the number of representatives 
the Institute is entitled to on the Council of the Dominion Associa- 
tion of Chartered Accountants provided in By-Law No. 7 of the said 
association. 

2. The Council may, from time to time, accept donations, pur- 
chase books, reports, statistics, papers, appliances and other things of 
interest to the profession, to form a library for the use of the mem- 
bers, and pay for those purchased out of the funds of the Institute, 
and make rules and regulations respecting the custody of the same. 
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8. The forms set forth in the schedule to these By-Laws shall be 
used in cases to which they are applicable and with such alterations, 
if any, as the Counicl may from time to time determine; and all notes, 
—- and directions thereon shall be deemed to be part of the 
orms. 

4. In the event of any dispute as to the intent or meaning of 
any of these By-Laws or of any By-Law which may hereafter be made, 
the interpretation by the Council shall be final and conclusive, but an 
appeal from their decision may be made to the members at a Special 
Meeting called for the purpose. 

5. The seal impressed on these By-Laws shall be the seal of the 
Institute. It shall not be affixed to any document other than certifi- 
cates of memershbip except by resolution of the Council, and every 
such document shall be signed by the President or Vice-President and 
Secretary in whose presence the seal shall be affixed. 

6. The introduction or d:scussion of pclitical or religious sub- 
jects shall not be permitted at any meeting of the Council or Institute. 

7. All members of the Institute shall be notified by the Secre- 
tary of any repeal ,amendment or addition to these By-Laws made 
either by the Council or at a Special. or General Meeting of the In- 
stitute. 

8. All former By-Laws of this Institute are hereby repealed. 

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF 

: MANITOBA 

Officers 

1921-22 

President—Reade, Hubert T., 407-408 Montreal Trust Building, Winni- 
peg. 

Vice-President—Glendinning, Wm. D., 601 Merchants Bank Building, 
Winnipeg. 

Secretary, Pro, tem—Sanburn, W. G., 711 Notre Dame Investment 
Building, Winnipeg. 

Auditor—Macdonald, Hamish, 601 Merchants Bank Building, Winnipeg. 

Members of Council 

Brown, S. G. Gilbert, F.C. 

Drennan, Keith W. Glendinning, Wm. D. 

Ligertwood, J. C. M. Gray, Wm. 

Parton, John Henderson, W. A. 

Phillips, Arthur E. Reade, Hubert, T. 

Reid, John D. Turner, F. C. 8S. 

- Whyte, David Croom Young, David 

Representatives to Dominion Council 

Gilbert, Fred, C. Reade, Hubert, T. 

Glendinning, Wm. D. 
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THE INSTITUTE OF CHARTERED ACCOUNTANTS 

OF MANITOBA 

NAMES, ADDRESSES AND DATES 
OF ADMISSION OF MEMBERS 

OF THE INSTITUTE 

+ Honorary Member 

Aitken, William (with John Scott & Co.)—200 Belgica Block, Winni- 
peg. December, 1920. 

Anderson, Joseph Stewart (with George A. Touche & Co.)—1532 Bank 
of Hamilton Bldg.. Torento, Ont. June, 1914. 

Anderson Thomas—141 Sherbrecke St., Winnipeg October, 1912. 
Armstrong, Adam (Armstrong, Ashley, Palmason & Go.)—808 Con- 

federation Life Bldg., Winnipeg. July, 1912. 
Ashley, Aubrey Victor (Armstrong, Ashley, Palmason & Co.)—808 

Confederation Life Bldg., Winnipeg. June, 1915. 
Baker, Robert Jemmerson—145 Scott Street, Winnipeg. October, 1914. 
Bell, Joseph—16 Chepstow Place, London, W2. July, 1909. 
Boyle, Alexander Robert Mills (with Touche, Niven & Co.)—42 

Broadway, New York. Jenuary, 1918. 
‘Brodie, Alexander Bertram (Price, Waterhouse & Co.)—Commercial 

Union Bldg., Montreal, Que. February, 1913. t 
Brown, Samuel George (Marwick, Mitchell & Co.)—201-204 Huron & 

Erie Bldg., Winnipeg. June, 1914. 
Campbell, Roy William—Box 125 R. R. No. 1, Falls Church, Va. 

June, 1916. 
Campbell, Samuel Ross (P. S. Ross & Sons)—142 Notre Dame St. W., 

Montreal, Que. July, 1907. 
Chaplin, Edward Villiers (with Marwick, Mitchell & Co.) —1122 Stand- 

ard Bank Bldg., Vancouver, B.C. June, 1916. 
Chidwick, Charles Robert (with Geo. A. Touche & Co.)—707 Me- 

Arthur Bldg., Winnipeg. November, 1919. 
Clerke, Alfred Stuart (c/o M. J. O’Brien, Limited)—-511 Union Bank 

Bldg., Ottawa, Ont. June, 1916. 
Cole, Alfred William (Harvey, Richardsoa, Cole & Robertson) —516- 

517 P. Burns Bldg., Calgary, Alta. August, 1916. 
ae ite (David Cooper & Co.)—301 Enderton Bldg., Winnpeg, 

uly, : 
Corbould, Charles Durie—592 McMillan Ave., Winnipeg. June, 1906. 
Cordner, John James (W. A. Henderson & Co.) —508-9 Electric Rail- 

way Chambers, Winnipeg. —————, 1919. 
Craggs, George Somerville (with John Craggs & Co.)—3 London Wall 

Bldg., London, E.C.2. February, 1913. 
tCrossin, Albert Livingstone (c/o Oldfield, Kirby & Gardner)—234 

Portage Ave., Winnipeg. June, 1906. (Hon., June, 1917). 
Dewar, Douglas (Marwick, Mitchell & Co.)—79 Wall St., New York. 

April, 1913. 
Donovan, Maurice S. (with Riddell, Stead, Graham & Hutchison)—601 

Merchants Bank Bldg., Winnipeg. November, 1919. 
Drennan, Keith Wallace (John Scott & Co.)—200 Belgica Block, Win- 

nipeg. October, 1913. 
Dunwoody, James M.—13S Everson St., Winnipeg. June, 1914. 
Edwards, George (Edwards, Morgan & Co.)—10 Adelaide St. East, 

Toronto, Ont. June, 1903. 
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Fanshaw, Alexander John James (with George A. Touche & Co.)— 
707 McArthur Bldg., Wim.ipeg. April, 1913. 

Fleming, Henry Hamilton (H. Hamilton Fleming & Co.)—305 Build 
ers’ Exchange, Winnipeg. February, 1919. 

Gabriel, Charles Felix (with Ronald, Griggs & Co.)—804-5 Lindsay 
Bidg., Winnipeg. June, 1916. 

Galbraith, Bertram Collis (with John Scott & Co.) —200 Belgica Block, 
Winnipeg. May, 1920. 

Garratt, Percy (Marwick, Mitchell & Co.)—11 Ironmonger Lane, Lon- 
don, E.C., England. May, 1920. 

Gibb, Andrew Wiseman—Dominion Taxation Office, Tribune Bldg., 
Winnipeg. June, 1916. 

Gibbs, Philip Archibald (with Hubert Reade & Co.)—407-8 Montreal 
Trust Bldg., Winnipeg. December ,1920. 

Gilbert, Frederick Charles (Gilbert & Laird)—305 Electric Railway 
Chambers, Winnipeg. February, 1912. 

Giles, Robert William (with Smith, Robertson & Co.)—Henry Bldg., 
Seattle, Wash. June, 1918. 

Glendinning, William Dempster (Riddell, Stead, Graham & Hutchison) 
—601 Merchants Bank Bldg., Winnipeg. December, 1912. 

Goodman, Geoffrey Henry (with Price, Waterhouse & Co.)—1105 
Union Trust Bldg., Winnipeg. 

Grant, James (F. C. S. Turner & Co.)—502 Trust and Loan Bldg., 
Winnipeg. March, 1913. 

Grant, William Ross (with Riddell, Stead, Graham & Hutchison)—601 
Merchants Bank Bldg., Winnipeg. January, 1918. 

Gray, William (William Gray & Co.)—1107 McArthur Bldg., Winni- 
peg. December, 1912. 

Griggs, Benjamin Frank—406 Notre Dame Investment Building, 
Winnipeg. July, 1911. ‘ 

Halsey, Lawrence Edward (Price, Waterhouse & Co.)—3 Frederick’s 
Place, Old Jewry, London, E.C., England. February, 1913. 

Hayward, Robert H.—14-15 Mecnadnock Block, Winnipeg. February, 
1886. 

Hegan, Charles Robert—24 Coleman Street, London, E. C. 2, Eng- 
land. June, 1906. 

Henderson, William Alexander (W. A. Henderson & Co.)—508-9 Elec- 
tric Railway Chambers, Winnipeg. February, 1886. 

Hollands, William Waters—338 Redwood Ave., Winnipeg. June, 1913. 
House Moorgate St., London, E.C., England. June, 1914. 
Moorgate St., London, E.C., England. June, 1914. : 

Hopkinson, Joseph—(c/o Merchants Consolidated, Ltd.)—110 Princess 
St., Winnipeg. July, 1912. } ae 

Horne, Alexander (with John Scott & Co.)—200 Belgica Block, Winni- 
peg. May, 1920. 

Howat, Hugh—Lindsay Bldg., Winnipeg. June, 1910. 
Hudson, Oscar Murray (Oscar Hudson & Co.)—32 Church St., Toron- 

to, Ont. August, 1913. 
Hutton, David R.—(with Marwick, Mitchell & Co.)—714 Herald Bldg., 
, Calgary, Alta. November, 1913. 
Jex, William Raymond—(Jex, Mackintosh & Murray)—307 McIntyre 

Block, Winnipeg. February, 1915. 
Jones, Basil—11016, 88th Ave., Edmonton, Alta. July 1912. iss 
+Joplin, J. Porter (Walton, Joplin, Langer & Co.)—122 South Michi- 

gan Boulevard, Chicago, Ill. January, 1914. | 

Laing, George Stanley—805 Union Trust Bldg., Winnipeg. June, 1910. 

Laird, William Charles (Gilbert & Laird)—305 Electric Railway 

Chambers, Winnipeg. June, 1918. 
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Lampman, Ralph Wesley (c/o National Trust Co.)—Main St. and 
Notre Dame Ave. East, Winnipeg. June, 1910. ; 

Lofthouse, David Sinclair (with George A. Touche & Co.)—707 Mc- 
Arthur Bldg., Winnipeg. November, 1919. . 

Ligertwood, John Charles Murray (with Marwick, Mitchell & Co.)— 
201-204 Huron & Erie Bldg., Winnipeg. June, 1915. 

Loos, George—176 Marion Ave, Norwood, Man. February, 1916. 
Love, William Donald (F. C. S. Turner & Co.)—502 Trust & Loan 

Bldg., Winnipeg. June, 1908. 
Macdonald, H. R.—601 Merchants Bank Bldg., Winnipeg. 
Macdonald, Walter James (Millar, Macdonald & Co.)—Home Bank 

Bldg., 428 Main St., Winnipeg. June, 1915. 
Pai a Richard Charles—37 Clement Block, Brandon, Man. July 

Mackintosh, Colin Percy (Jex, Mackintosh & Murray)—307 McIntrye 
Block, Winnipeg. July, 1916. 

Marwick, James (Marwick, Mitchell & Co.)—79 Wall St., New York, 
N.Y. February, 1913. 

ot Howard John—123 Hamilton St., St. John Nfid. June 
6. 

Millar, James Culross (Millar, Macdonald & Co.)—Home Bank Bldg., 
428 Main St., Winnipeg. December, 1916. 

Mitchell, Simpson Roger (Marwick, Mitchell & Co.)—79 Wall St., 
New York. February, 1919. 

Morden, Harold James (Oscar Hudson & Co.)—215 Curry Bldg,. 
Winnipeg. June, 1918. 

Mouat, Alexander Naismith—Comptroller General, British Columbia, 
Victoria, B.C. June, 1903. 

Murray, David Alexander Bruce, Jr. (Jex Mackintosh & Murray)—307 
McIntyre Block, Winnipeg. June, 1919. 

Nairn, John Lennox—111 Broadway, New York. June, 1915. 
Nairn, Kenneth Gordon (with John Scott & Co.)—200 Belgica Block, 

Winnipeg. May, 1920. 
Palmason, Hannes John Harold (Armstrong, Ashley, Palmason & Co.) 

—808 Confederation Life Bldg., Winnipeg. August, 1918. 
Parkin, T. Cresswell—36 Bank St., Sheffield, England. August, 1913. 
Parton, John (George A. Touche & Co.)—707 McArthur Bldg., Winni- 

peg. July, 1909. ; 
Peat, Sir William Barclay (Marwick, Mitchell, Peat & Co.)—11 Iron- 

menger Lane, London, E.C., England. February, 1913. ; 
Pender, D. A. (D. A. Pender, Sizsor & Co.)—805 Confederation Life 

Bldg., Winnipeg. June, 1905. : 
Phillips, Arthur Edward (Phillips, Roberts & Co.)—508-9 Electric 

Railway Chambers, Winnipeg. July, 1912. : 
Rankin, Ewen (Stirling, Rankin, Saul & Co.)——349-357 Grain Ex- 

. change, Winnipeg. October, 1912. 
Rathjen, Thomas Henry (with George A. Touche & Co.)—707 Mc- 

Arthur Bldg., Winnipeg. June, 1919. 
Read, Edward Somerville (George A. Touche & Co.)—707 McArthur 

Bldg., Winnipeg. October, 1912. 
Reade, Hubert Thomas (Hubert Reade & Co.)—407-408 Montreal 

Trust Bldg., Winnipeg. June, 1906. 
Reid, John Davidson (John D. Reid & Co.)—1107 McArthur Bldg., 

Winnipeg. July, 1911. : 
Roberts, Richard Alun (Phillips, Roberts & Co.)—508-9 Electric Rail- 

way Chambers, Winnipeg. May, 1917. ; 
Roberts, Sydney V.—2227 Bowker Ave., Oak Bay, Victoria, B. C. 
Robinson, Malcolm H. (George A. Touche & Co.)—Lewis Building, 

Montreal, Que. August, 1913. 
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ilton Bldg., Toronto, Ont. August, 1913. 
Ronald, William Sidney (Ronald, Griggs & Co.)—804-5 Lindsay Bldg., 

Winnipeg. September, 1903. 
Rowbotham, Geoffrey Guthrie (with Price, Waterhouse & Co.)—145 

St James Street, Montreal, Que. Jume, 1915. 
Bank Bldg., Toronto, Ont. June, 1915. 

Saint Clair, Roland—4227 Berkeley Avenue, Chicago, Ill. November 
1915. 

Sanburn, William George (W. G. Sanburn & Co.)—711 Notre Dame 
Investment Bldg., Winnipeg. June, 1914. 

Saul, Thomas William (Stirling, Rankin, Saul & Co.)—349-357 Grain 
Exchange, Winnipeg. June, 1913. 

Saunders, William John (with George A. Touche & Co.)—1532 Bank 
of Hamilton Bldg., Toronto, Cnt. July, 1916. 

Scott, William Bennett—535 Lipton St., Winnipeg. June, 1914. 
Seatree, William Ernest (Price, Waterhouse & Co.)—1310 Corn Ex- 

chancge Bank Bldg., Chicago, Ill. February, 1913. 
Sharp, George Creed (G. ©. Sharp & Co.)—305 Confederation Life 

Bldg., Winnipeg. June, 1914. _ 
Sais ae eer Canice—505 Confederation Life Bldg., Winnipeg. 

ay, D. 
Slasor, Henry (D. A. Pender, Slasor & Co.)—805 Confederation Life 

Bldg., Winnipeg. June, 1913. 
Slocomb, Karl Gladstone (with George A. Touche & Co.)—707 Mc- 

Arthur Bldg., Winnipeg. December, 1920. 
Stephens, Robert Erl (with Clarkson Gordon & Dilworth) 15 Well- 

ington St. W. Toronto, Ont. July, 1919. 
Stirling, James Fred (Stirling, Rankin, Saul & Co.)—349-357 Grain 

Exchange, Winnipeg. October, 1912. 
Stuart, George Alexander (Scott & Stuart)—207-8 Judge Travis Bldg., 

Calgary, Atla. July, 1911. 
+Swinford, Herbert (c/o Northern Pacific Railway Co.)—Vancouver, 

B.C. May, 1886. 
Tait, Andrew Wilson (George A. Touche & Co.)—Basildon House, 

Moorgate St., London, E.C., England. August, 1913. 
Touche, Sir George Alexander (George A. Touche & Co.}—Basildon 

House, Moorgate St., London, EC., England. June, 1914. 
Turner, Albert Edward (with Marwick, Mitchell & Co.)—201-4 Huron 

& Erie Bldg., Winnipeg. December, 1920. 
Turner, Frank C. S. (F. C. S. Turner & Co.)—502 Trust and Loan 

Bldg., Winnipeg. June, 1905. 
Webb, T. Harry (George A. Touche & Co.)—707 McArthur Bldg., 

Winnipeg. October, 1912. : 
White, Charles Edgar (with Edwards, Morgan & Co.)—710 Electric 

Railway Chambers, Winnipeg. September, 1915. 
Whyte, David Croom (with Riddell, Stead, Graham & Hutchison)— 

601 Merchants Bank Bldg., Winnipeg. November, 1919. 
Woodley, James Reginald—Dominion Taxation Office, Tribune Bldg., 

Winnipee. June. 1914. 
Wylie, J. Gilmour (George A. Touche & Co.)—707 McArthur Bldg., 

Winnipeg. August 1913. : 
Young, David (with Price, Waterhouse & Co.)—1105 Union Trust 

Bldg., Winnipeg. September, 1917. ; 
Young, John Anderson (with Marwick, Mitchell & Co.)—708 Yorkshire 

Bldg., Vancouver, B.C. June, 1918. 
Young, Joseph Rymal (c/o Land and Agricultural Co. of Canada)— 

403 Belgica Block, Winnipeg. June, 1910. 
+ Honcrary Member 
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THE INSTITUTE OF 

CHARTERED ACCOUNTANTS 

OF NOVA SCOTIA 

CHAPTER 154. 

An Act to incorporate The Institute of 

Chartered Accountants of Nova Scotia. 

__ Whereas, Smauel S. Scott, Michael Brown, Robert A. McIntyre, 
William E. Leverman, Edward J. Longard, William C. Bishop, George 
E. Faulkner, and W. Simms Lee, all of Halifax, in the county of Hali- 
fax, accountants ; John Cameron, of New Glasgow, in the county of 
Picteu, accountants; and Thomas W. Johns, of Yarmouth, in th@ 
county of Yarmouth, accountant, on the 12th day of January, 1900, 
signed a memorandum of association and constitution, constituting 
themselves and such persons as should become associated with them, 
an association under the name of “The Institute of Chartered Ac- 
countants of Nova Scotia,” for the following objects : 

(a) To provide a special organization for accountants and 
auditors, and to do all such things as from time to time may be nec- 
essary to elevate the status and advance the interests of the profession 
of accountants and auditors. 

(b) To unite the members of the profession into one general 
body ; to provide for the better definition and protection of the pro- 
fession and the supply of educated men by a system of examination, 
and the issue of certificates. 

(c) To promote and foster in commercial circles a higher sense 
of the importance of systematic and correct accounts, and to encour- 
age a greater degree of efficiency in those engaged in book-keeping. 

(d) To provide opportunities intercourse amongst the mem- 
bers, and to give facilities for the reading of papers and the delivery 
of lectures, and for acquisition and dissemination by other means of 
useful information connected with the profession, and to encourage 
improved methods of book-keeping . 

(e) To watch over, promote and protect the mutual interests of 
the members. 

(f) To assist necessitous members and the widows and children 
of other dependent kindred of deceased members ; to act as treasurers 
and disiributors of any benevolent fund or funds which may be contri- 
buted by members or others for these purposes or any of them. 

(g) To acquire, or purchase, or lease, and to have, hold, and 
dispose of, subject to the provisions of any Act of incorporation that 
may be obtained, any buildings to be used as an institute, college or 
lecture rooms, or any other property, real or personal, for the ad- 
vancement of the above objects or any of them. 

(h) To do all such other lawful things as are incidental or con- 
ducive to the above objects or any of them. 

Therefore, be it enacted by the Governor, Council, and Assembly, 
as follows: 

1. The said Samuel S. Scott, Michael Brown, Robert A. McIn- 
tyre, William E. Leverman, Edward J. Longard, William C. Bishop, 
Johns, and such other persons as may become associated with them, 
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George E. Faulkner, W. Sims Lee, John Cameron and Thomas W. 
are hereby constituted a body ccrporate, under the name and style 
of “The Institute of Chartered Accauntants of Nova Scotia.” 

The objects of the Institute shall be the same as contained in 
= memorandum of association and set forth in the preamble to this 

et. 

8. All accountants who shall have passed the examinations and 
tests prescribed by the Council of the Institute shall be eligible for 
membership. 

4. The officers of the Institute shall consist of the President, 
Vice-President, Secretary and Treasurer, who shall be elected by ballot 
at each annual meeting of the institute, but the ballot may be dispensed 
with and open voting substituted by the unanimous vote of the meeting. 
The offices of Secretary and Treasurer may be held by one person. 

5. . There shall be a Council, which shall be composed of the offi- 
cers of the Institute, and not less than three other members, to be 
elected by ballot at each annual meeting of the Institute. 

6. The Council shall from time to timg have power to make 
rules, regulations or by-laws respecting the following matters : 

(a) The fees payable to the Institute for examinations, entrance 
fee, annual subscription, and in resp2ct of such other matters, and 
upon such other occasions, as the Council may determine, and the 
amount and time and manner of payment for all such fees. 

(b) The power and duties of officers of the Institute; the use 
and management of the property of the Institute. 

(c) The meetings of the Council ; the meetings of the Institute), 

(d) The] management and expenditure of all moneys belonging 
to the Institute. 

(e) The admission of accourtants as members of the Institute. 

(f) All matters relating to the discipline of members of the In- 
stitute. 

(g) The| examination of applicants for membership upen the 
following subjects: (1) The grouping and ¢lassification of acceunts, 
indicating their relation to each other, and the business they record ; 
(2) the opening of sets of books for a new business; (8) the method 
for detecting mistakes resulting from oversight, ignorance and de- 
sign in book-keeping ; (4) given a set of books to indicate the method 
or methods to be pursued in order to have an audit of the same. 

(h) The appointment of examiners to conduct such examina- 
tions; the standard to be attained thereat, and all matters relating to 
the conduct of such examinations. 

~(j) The times and places for holding such examinations. 
(j) The publication of all rules, regulations and by-laws of the 

{nstitute. 

(k) The general management of the affairs of the Institute] and 
all other purposes connected therewith. 

7. The) corporation may acquire, purchase or lease, have, hold 
and dispose of, any real estate or building to be used as an Institute, 
college or lecture room, to the value of six thousand dollars, and may 
sell, mortgage or otherwise dispose of the same as it may deem fit. 

8. The corporation shall have power to make contracts for the 
purposes of the Institute, and to sue for and collect all fees, subscrip- 
tions, dues and assessments, and all moneys of whatsoever kind that 
may become due to the corporation at any time after the passing of 
this Act. 
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(9.) The corporation is hereby empowereld to assess itself for 
any extraordinary expense that may be deemed necessary to further 
the interests of the Institute, at any meelting called for the purpose by 
a two-thirds vote of the members present at such meeting. 

10. No member of the corporation shall be liable in his person or 
elstate for the debts of the corporation, but all property of said cor- 
poration shall be liable for the debts of said corporation. 

11. True accounts shall be kept by the treasurer of the sums 
receivefl and expended by the association, and the matter in respect of 
‘which such receipt and expenditure takes place, and of the property, 
credits and liabilities of the association, and, subject to any reasonable 
restriction as to the time and manner of inspecting and auditing the 
same that may be imposed by the rules of the Institute for the time 
being, shall be open to the inspection of the members. Once, at least, 
in every year the accounts of the Institute] shall be examined, and the 
correctness of the balance sheet ascertained by one or more properly 
qualified auditor or auditors. 

_ 12. The income and property of the Institute, whence soever de- 
rived, shall be applied solely towards the promotion of the objects of 
the Institute as set forth in this Act, and no portion thereof shall be 
paid or transferred, directly or indirectly, by way of dividend, bonus 
or otherwise, howsoever, by way of profit to the members of the In- 
stitute, provided that nothing herein shall prevent the paymemt in 
good faith of remuneration to any officers or servants of the Institute, 
or to any member of the Institute or other persons, in return for any 
services actually rendered to the Institute, nor prevent the payment of 
interest at a rate not exceeding five-per cent. on money borrowed. 

13. The} constitution, and the rules, regulations or by-laws of 
the Institute of Chartered Accountants of Nova Scotia hereby incor- 
porated, and every repeal, amendment or rej-enactment of the same, 
shall be subject to the approval of the Governor-in-Council. 

CHAPTER 154. 

An Act to Amend Chapter 154, Acts of 1900, 

Entitled “An Act to Incorporate the Institute 

of Chartered Accountants of Nova Scotia.” 

[Passed the 13th day of May, A. D. 1913.] 

Be it enacted by the Governor, ““suncil, and Assembiy, as follows : 

1. No person shall be entitled to take or use the designation 
“ Chartered Accountant” or the in'tials °F. C A,” “A. C, A’? or 
“C. A.” either alone or in combinati.1 with aay other words. or any 
name, title or description, implying lat he is a chartered accountant, 
or any name, title, initials or description implying that he is a certi- 
fied accountant or an incorporated accountant, unless he is a member 
of the Institute in good standing and registered as such. 

2. Any person who contravenes any of the provisions of this 
section shall incur a penalty not exceeding $25.00 for each offence, 
recoverable under The Nova Scotia Summary Convictions’ Act. 
*% 
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8. This section shall not apply to those persons who,being mem- 
bers in good standing of the Dominion Association of Chartered Ac- 

countants on the 16th day of December, 1909, were on that day en- 

titled to membership in the Institute or to apply therefor. 

**Note :—*This section amended by Chapter 160 of the Acts of 1914. 

*Note :—This section repealed and another substituted by Chapter 
160 of the Acts of 1914. 

CHAPTER 160. 

An Act to Amend Chapter 154, Acts of 1913, en- 

titled : “ An Act to Amend Chapter 154, Acts of 

1900, entitled ‘An Act to Incorporate the 

Institute of Chariered Accountants of 

Nova Scotia.’” 

[Passed the 14th day of May, A. D., 1914.] 

-_——— + — 

Be it enacted by the Governor, Council, and Assembly, as follows: 

1. Section 3 of Chapter 154 of the Acts of 1913 is repealed, and 

the following substituted therefor : 

8 This Act shall not apply to any persons practising as 

Chartered or Public Accountants in Nova Scotia previous to the 

thirtieth day of March, 1900, and holding at that date certificates) of 

membership in any Accountants’ Institute or Society, nor to those 
persons who, being members in good standing of the Dominion 
Association of Chartered Accountants on the 16th day of December, 

1909, were on that day entitled to membership in the Institute or to 

apply therefor. 

2. Section 2 of said Act is hereby amended by striking out the 

word “Section” in the second line of said section and substituting 

therefor the word “ Act.” 
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INSTITUTE OF CHARTERED ACCOUNTANTS OF 

NOVA SCOTIA 

BY-LAWS 

Enacted November 18, 1919: Approved December 10, 1919. 

Membership 

1 Any person, not under twenty-one years of age, who shall be 
certified by two members of the Institute as being of good moral 
character and habits, and who shall have satisfied the| Examination 
Committee and the Council as to his or her professional attainments 
and experience, shall on payment of the prescribed fees and signing 
the constitution, become a member of the Institute, and be granted a 
Dipolma of Accountacy and a Celrtificate of Membership. 

2. All members admited to membership in the Institute shall 
pay ~ einen fee of twenty-five dollars, in addition to the full 
enn 

8. All members shall pay an annual fee or five dollars. The 
annual fee shall be due and payable in advance by all melmbers on 
the first day of January in each year. 

4. All persons becoming members of the Institute shall subscribe 
to, endorse and accept the by-law4 of the Institute for the time being 
in force, as being binding upon them as membérs of the Institute. 

5. All duly qualified members are entitled to sign after their 
names, ‘; Chartered Accountant” or any abbreviation of the words 
“ Chartered Accountant.” 

6. Annual certificates of membership, signed by the President or 
bint rcumpe oe (in the absence of the President) and the Secretary- 
Treasurer, shall be issued by the Secretary-Treasurer to all members 
en paymdnt of their annual fee, and any member whose fee is unpaid 
shall not be entitled to a certificate of membership or to sign as a 
Chartered Accountant or use uny albreviation therejof until such 
anual fee is paid. 

7. A list of duly qualified members shall be published in oie 07 
riore newspapers in the Cicy of Halifax at such times as the Council 
shail appoint. 

8. Every member of the Institute shall have one vote at all 
meetings of the Institute at which such member is present,, but no 
member who is in arrears for ary fees or dues from and payable| to 
the Institute shall be entitled to vote or to be present at any meeting. 

9. No member in arrears for any fees or under suspension for 
any cause shall be eligible for election to the Council until such arrears 
be: paid or suspension removed. 

10. Any member who ‘s not -n arrears for eny annual or other 
fees may resign on giving n»:ive to the Council in writing. 

11. Members practising in partnership with a person or persons 
who are not members shall not permit the partnership or firm to be 
described as “Chartered Accountants.” Any person named in 

connection with such partnership by advertisement or otherwise shall 
be deemed a partner fer the purpose of this by-law. 
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12. No member shall engage| in any business, profession or em- 
ployment, or adopt any form of advertising or method of procuring 
business which in the opinion of the Council is objectionable in a 
member of this Institute. 

13. All members of the Institute shall be subject to the Act of 
Incorporation and be amenable to these| by-laws, and on any breach 
thereof duly proven to the Council, the member proven guilty may by 
vote| of the Council be suspended from membership, and during such 
period of suspension shall not be entitled to sign as a Chartered Ac- 
countant or use any abbreviation thereof, or practice as such Chartelr- 
ed Accountant, and public notice of such suspension may, at the dis- 
cretion of the Council, be published in one or more newspapers in 
Nova Scotia. 

14. Any member whose fees are not paid within three months 
from the date| when such fees have become due and payable may by 
the Council be suspended from the privileges of membership. 

15. A member under suspension for any cause may be re-instated 
va a ages of and on such terms as the Council may deem 
advisable. 

16. Any member shall, by action of the Council, cease to be a 
member in the event of his annual fee being in arrear for twelvd 
months from the date of the same becoming payable, but shall never- 
theless be liable to pay the amount of such year’s fees, and any other 
arrears of fees or other sums due by him to the Institute, and shall be 
liable otherwise as a member. The Council shall have power upon 
application in special cases to suspend the operation of this clause and 
re-instate such person on payment of all arrears of dues and charges. 

Affiliations. 

17. Educational institutions having a department devoted to the 
study of accounts may become affiliated with the Institute for the pur- 
pose of conducting lectures and classes for candidates for the; exam- 
inations of the Institute. 

18. Every educational institution so affiliated with the Institute 
shall furnish from time to time ,so long as such classes are continued, 
such information respecting the same as will enable the Council to 
determine the efficiency thereof, having regard to the requirements of 
the examinations of the Institute ; and shall also satisfy the Council 
as to the competency of the instructors in charge of such classes and 
lectures. The graduates of such affiliated institutions shall be 
exempted from the Preliminary Examinations of the Institute. 

Officers 

19. The officers cf the Institute shall consist of President, Vice- 
President, and a Secretary-Treasurer, who shall be elect-!d by ballot 
at each annual meeting of the Institute, but the ballot may be dis- 
pensied with and open voting substituted by the unanimous vote of the 
meeting. 

20. The President shall preside and preserve order at all 
meetings of the Institute and Council. In his absencel the Vice-Presi- 
dent shall exercise the office of President. In the absence of the 
Prelsident and the Vice-President, a Chairman, who for the time being 
shall be invested with the powers of the President, shall be elected by 
a majority of those present entitled to vote/ and voting. 

21. The Secretary-Traesurer shall keep the minutes of the pro- 
ceedings of all meetings of the Institute and Council, conduct all 
correspondence of the Institute and Council, keep a correct record of 
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all members and their several addr , notify members of all meet- 
ings of the Institute and Council, and shall keep an account of all 
moneys received, which he shall deposit in the name of the Institute 
in such chartered bank as directed, and such expenditures as are made 
for the bemefit or purposes of the Institute and submit a statement of 
the same, duly audited, at the Annual General Meeting. 

22. All cheques shall be signed by the President or the Vice- 
President (in the absence of the President) and Secretary-Treasurer. 
All diplomas and certificates shall be signed by the President (or in 
his absence by the Vice-President) and the Secretary-Treasurer, and 
attested by the seal of the Institute. 

23. The President, or in the absence of the President the Vice- 
President, or in their absence any member of the{ Council, shall have 
power to execute all other documents on behalf of the Institute, all 
of which documents shall be| signed and sealed by the Secretary- 
Treasurer before having effect. 

Committees 

24. The Council may from time to time appoint Committees for 
the purpose of facilitating the busindss of the Institute. 

25. The President, Vice-President, and Secretary-Treasurer shall 
be ex-officio members of all committees. 

Meetings 

26. The fiscal year of the Institute shall be the calendar year and 
the Annual General Meeting of the Institute shall be held on the 
fourth Tuesday of April in each year, at such place in the City of Hali- 
fax as the Council shall appoint, with power of adjourning from time 
to time. All members of the Institute shall be notified by mail at 
least ten days previous to the date of such meeting. 

27. A special meeting of the Institute{ may be called at any time 
by the President, or in his absence, by the Vice-President or by the 
Secretary on a requisition in writing signed by five members, five 
days’ notice thereof being given. No business other than that specfiied 
in the notice shall be brought before the| meeting . 

28. Five members shall constitute a quorum of the Institute and 
three members a quorum of the Council. - 

29. The Council shall be elected at the annual meeting or 
adjourned meeting of the Institute and shall consist of the officers 
and not less than three other members. 

380. The affairs cf the Institute shall be under the control of the 
Council, which shall submit a report in writing at each annual 
meeting. 

81. Meetings of the council may be called by the President, or in 
his absence by the Vice-President, whenever necessary. In the ab- 
sence of the President and Vice-President any member of the Council 
may, by consent of those present, act as chairman. 

32. The members of the Council shall hold office for one year, 
or until their successors shall be, or have been elected. 

83. In the event of a vacancy being caused by death, or othefr- 
wise, or any member of the Council being unable or refusing to act, 
such vacancy may be filled by the) surviving members of the Council 
from the members of the Institute. 

84. The introduction or discussion of political or religious sub- 
jects shall not be permitted at any meeting. 
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85. The following shall be the order of business at meetings : 
(a) The Council :— 

(a) Minutes. 

(b) Correspondence. 

(c) Reports of Committees. 

(d) Applications. 

(e) Accounts. 

(f) General Business. 

(b) The Institute :— 

(a) The reading of the minutels of the last meeting. 

(b) Report of the Council. 

(c) Report of Secretary-Treasurer. 

(d) Correspondence. 

(e) Unfinished business in ordelr of priority. 

(f) New Business. 

(g) The clection of officers and Council. 

(h) Apponitment of Auditor. 

36. Motions shall be offered in writing if required by the 
Presiding Officer. sheng SAREE PORE a etre 

87. In all matters not provided by these By-laws the Institute 
and Council shall be governed by the Act or Charter under which the 
Institute was organized. 

38. At the annual meeting in each year, a member of the 
Institute, who is not a member of the Council, shall be elected Auditor 
for the ensuing year. 

Examinations 

89. The Council shall hold examinations in the| month of May in 
each year in the City of Halifax, which shall be designated 
respectively: 

Preliminary. 

Intermediate. 

Final. 
40. All candidates for examination shall make application for 

such to the Secretary-Treasurer in writing on the prescribed form, 
paying at the time of application the required fee. 

41. All candidates not residing or employed within the Province 
of Nova Scotia must furnish to the Council satisfactory reasons for 
applying or their applications will be declined. 

42. Candidates for Preliminary Examinations shall be at icast of 
the full age of seventeen years, Intermediate nineteen years, and 

. Final, twenty-one years. 
43. All candidates for examination shall be certified by a member 

of the Institute to be of good moral character and habits and in his 
opinion a person suitable on passing the required tests for membership 
in the Institute. 

Preliminary Examinations 

44, Candidates who have passed the Matriculation Examinations 
of any Provincial University or any examination deemed by the Coun- 
cil to be equivalent thereto will be granted exemption from such of 
the Preliminary subjects as the Council may decide, and all candidates 
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who have been graduated from the Business Department by any 
affiiliated institution, shall be exempted from this examination. 

45. The Preliminary Examination shall embrace the following 

subjects : 
PENMANSHIP—Plain and legible handwriting. 
SPELLING—100 ordinary every-day business words. 

HISTORY & GEOGRAPHY—Canadian. 
GRAMMAR, COMPOSITION and CORRESPONDENCE. 

ARITHMETIC—Simple commercial problems. 

BOOK-KEEPING—Partnership problems, opening, recording and 
closing entries, preparation of closing 

statements, etc. 

COMMERCIAL LAW—Bills of Exchange Act. 
46. To pass this examination candidates must obtain on each 

paper on which he is required to write at least 60 per cent. of the 
total marks given on the papers on which he writes. 

47. The fee for this examination, whether complete or partial, 
shall be ten dollars. 

Intermediate Examinations 

48. The following classes of persons who have had the requisite 
or practical experience deemed by the Council to be sufficient shall be 
eligible to write in the Intermediate Examination : 

(a) Holders of Preliminary certificates of this Institute. 

(b) Persons who have been granted exemption from the 
Preliminary Examination of this Institute. 

(c) Persons who have passed the equivalent Preliminary 
Examination of any Incorporated Institute or Society of Accountants 
with which this Institute has reciprocal relations. 

49. The Intermediate Examinations shall inclue the following 
subjects : 

ARITHEMETIC—Advanced commercial problems. 

BOOK-KEEPING and PARTNERSHIPS. 
BOOK-KEEPING and EXECUTORSHIPS. 
COMMERCIAL LAW—tThe general principles of Mercantile Law 

and the Nova Scotia Companies Act. 

AUDITING. 

50. To pass this examination candidates must obtain on each 
paper at least 50 per cent. and an aggregate of at least 60 per cent. 

of the total marks given. 
51. The fee for this examination shall be fifteen dollars. 

Final Examinations 

52. The following classes of persons who have had the requisite 

or practical experience deemed by the Council to be sufficient shall be 
eligible to write in the Final Examinations: 

(a) Holders of Intermediate certificates of this Institute. 

(b) Persons who have been granted exemption from the 

Intermediate Examination of this Institute. 

(c) Persons who have passed the equivalent Intermediate 

Examination of any Incorporated Institute or Society 

of Accountants with which this Institute has reciprocal 

relations. 

» 
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58. The Final Examinations shall include the following subjects : 
BOOK-KEEPING and PARTNERSHIPS. 
BOOK-KEEPING and EXECUTORSHIPS. 

AUDITING. 
MERCANTILE and STATUTE LAW. 
ACCOUNTING SYSTEMS. 

54. To pass this examination candidates shall make at least 50 
per cent. on each subject and an aggregate of 60 per cent. of the total 
marks given. 

55. The fee for this examination shall be twenty dollars, but 
when the Council decide that the candidate may be exempted from 
the Preliminary and Intermediate Examinations the fee shall be 
twenty-five dollars. 

56. Any person who has passed the prescribed examinations of 
an incorporated Institute or Society of Accountants whose standards 
of skill and proficiency have been approved by the Council, and who is 
certified by the Secretary of such. Institute or Society to be a 
member thereof in good standing, and who shall satisfy the Council 
that he has reasonable grounds for seeking to be admitted a member 
of this Institute, shall be entitled to exemption from the Final 
Examination. 

57. These By-laws may be amenied, revis:c or cescinded at any 
meeting of the Institute called for the purpose, notice of such amend- 
ments or revisions having been given at a previous meeting. 

58. All former by-laws of this Institute are hereby repealed. 
59. We hereby certify that the foregoing By-laws were duly 

passed at a meeting of the Institute held on the 18th day of November, 
1919. 

G. WALLACE DICKSON, H. D. CREIGHTON, 
President. Secretary-Treasurer. 

Approved by the Lieutenant-Governor-of-Nova Scotia-in-Council, 
on the 10th day of December, A.D., 1919. 

ARTHUR S. BARNSTEAD, 

Clerk of the Executive Council. 

The following Institutes and Societies are recognized by this 
Institutee asi being equivalent in Examination Standard and are 
declared for the purpose thereof to be within the requirements of 
By-Laws 48 (c) and 52 (c). 

Canadian 

The Association of Accountants in Montreal. 
The Institute of Chartered Accountants of Ontario. 
The Institute of Chartered Accountants of Manitoba. : 
The Institute of Chartered Accountants of British Columbia. 
The Institute of Chartered Accountants of Saskatchewan. 
The Institute of Chartered Accountants of Alberta. : 
The Institute of Chartered Accountants of New Brunswick. 

British 

The Institute of Chartered Accountants in England and Wales| 

The Society of Incorporated Accountants and Auditors. 
The Society of Accountants in Edinburgh. _ 
The Institute of Accountants and Actuaries in Glasgow. 
The Society of Accountants in Aberdeen. 
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THE INSTITUTE OF CHARTERED ACCOUNTANTS OF 

NOVA SCOTIA 
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_ Cox, Arthur E., St. John, N.B. 
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Crowell, H. E., Chronical Bldg., Halifax. 
Creighton, H. D., Roy Building, Halifax. 
Dennis, C. D., Amherest, N.S. 

Dustan ,George G., 20 Le Marchant Street, Halifax. 
Dickson, G. Wallace, Roy Building, Halifax. 

Edwards, George, 10 Adelaide Street, E., Toronto, Ont. 

Francis, Joseph I. Sydney Mines ,N.S. 
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THE 
INSTITUTE OF CHARTERED ACCOUNTANTS 

OF BRITISH COLUMBIA 

ACT OF INCORPORATION 

Chartered Accountants Act, 1905, Amendment Act, 1914 

(Chapter 59, Statutes 1905—Chapter 85, 

Statutes 1914) 

An Act to incorporate the Institute of Accountants of British. 
Columbia. 

WHEREAS, an Association has been organized under the name 
and style of the Institute of Accountants of British Columbia, on the 
basis of like Institutes duly chartered in Great Britain and in other 
Provinces of the Dominion of Canada ; 

AND WHEREAS, the Institute so formed comprises among its 
members (1) Chartered Accountants, being members in good standing 
of recognized Associations of Accountants and now resident in British 
Columbia ; (2) Public Accountants practising the profession of Ac- 
countancy in the Province of British Columbia ; (3) the Accountants 
of cat a financial and business houses in the Province of British 
Columbia : 

AND WHEREAS, members of the Council of the said Institute, 
‘n behalf of the members thereof, have petitioned to be granted a 
Charter of Incorporation to enable them: more efficien ly to give effect 
to the aims they seek to accomplish as an intellectual and educaticnal 
movement to raise the standard «f Accountancy with such corporate 
powers as are hereinafter mentioned, and it is expedient to grant 
prayer of the said petition ; 

THEREFORE, His Majesty, by and with the advice and consent 
of the Legislative Assembly of the Province of British Columbia, 
enacts as follows: 

1. William Thomas Stein, of the City of Vancouver; A. L. 
Berdoe, of the City of Vancouver; E. B. McDermid, of the City of 
Nelson, and John B. McKilligan, of the City of Victoria, and all other 
persons who may hereafter from time to time be admitted to member- 
ihip of the Corporation, are hereby constituted a body politic and 
corporate by the name of The Institute of Chartered Accountants of 
British Columbia (hereinafter called the Institute) ; 

2. The Institute shall be composed of the persons set out in 
section 1 hereof and of all members in good standing of existing 
Institutes and Associations incorporated under the Acts of any 
Parliament of Great Britain or the Dominion of Canada, or any 
province thereof, who shall apply for membership within one year 
after the passing of the Act, provided that such applicants shall have 
been members of their respective Institutes and Associations for the 
period of two years prior to the passing of this Act, and shall have 
been residents of the Province of British Columbia for a like period ; 
and of all other persons of whose qualifications and fitness the 
Examining Board and Council shall approve. 

3. The affairs and business of the Institute shall be managed by 
a Council to be constituted in such manner as may be provided by 
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by-law, and the aforesaid incorpcrators sha!l be the Officers and 
Council of the Institute until others under the provisions of this Act 
shall be elected to fill their place. 

4. The first annual general meeting of the Institute shall be held 
during the year 1905 at such time and place and upon such notice as 
the Council may decide. 

5. The objects and powers of the Institute shall be carried out 
and exercised under a Constitution and By-Laws to be framed and 
adopted by the Institute in general meeting, which Constitution and 
By-Laws shall not come into force until approved by the Lieutenant- 
-Governor-in-Council. 

6. The Institute is hereby empowered to promote and increase 
by all lawful ways and means the knowledge, skill and proficiency ot 
its members (or others desirous of joining its membership) in all 
things relating to the profession or calling of an Accountant, and to 
that end to establish and conduct or contribute towards Colleges, 
Libraries, Classes, Lectures and Examinations, and prescribe such 
tests of competency, fitness and n.oral character as may be thought 
expedient. Every member of the Institute shall have the right to use 
the designation “ Chartered Accountant” or the initials “C. A.” and 
may use after his name, if the Institute shall have granted to him a 
Certificate of Fellowship, the initials “F. C. A.” signifying “ Fellow 
of the Chartered Accountants,” and if the Institute shall have granted 
him a Certificate of Membership the initials “A. C. A.” signifying 
“ Associate of the Chartered Accountants.” 

7. The first examination shall be held before a Board of three 
examiners, who shall ‘be Chartered Accountants, appointed by the 
Lieutenant-Governor-in-Council, and one of whom shall be one of the 
Incorporators named in section 1 hereof. All subsequent examinations 
shall be governed by the by-laws of the Institute. 

8. The Institute may take, purchase and hold any personal 
property, lands, buildings or hereditaments necessary forthe purposes 
of the Association ,and may dispose thereof and re-invest the proceeds 
in such manner as they may deem fit, but so that the Institute shall 
apply all its profits, if any, and other income in promoting its objects, 
and shall not at any time pay any dividend to its members. 

The provisions of this section shall not prevent the remuneration 
of | al of the Council or Officers of the Institute for services 
rendered. 

9. The Institute shall have power to affiliate with any other 
Institute or Association of Accountants, whether in the Dominion of 
Canada, Great Britain, the United States of America, or elsewhere, 
for purposes of mutual benefit to the profession. 

10. The Institute shall have pewer by by-law to fix entrance fees 
and annual fees or subscriptions to be paid by members, and may 
vary the amount from time to time, and no member shall be personally 
‘jable for any debt of the Institute beyond the amount of his unpaid 
fees or subscription as aforesaid. 

11. If any member ceases from any cause whatever to be a 
member of the Institute, he shall not, nor shall his representatives 
have any interest in or claim against the funds and property of the 
Institute. 

ila. No person shall be entitled to take or use the designation 
“Chartered Accountant” or the initials “C. A.,” “F.C. A.,” “A. C. 
A.,” or “C. A. A.,” either alone or in any combination with any other 
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words nor shall he use any name, title or description implying that 
he is a member of the Institute unless he is a member of the Institute 
in good standing and registered as such. Provided, that any firm of 
Chartered Accountants whose Head Office is outside the Province of 
British Columbia but who maintain an office and practice within the 
Province, shall be entitled to take and use the designation “ Chartered 
Accountants,” and the initials “C. A.,’ and to practice as such, but 
only if at least one member of such firm and the Manager thereof 
for British Columbia are members of the Institute and at Jeast one of 
such members or said Manager permanently resides in British 
Columbia ; provided, that if the said member or Manager of such 
firm who is a member of the Institute of Chartered Accountants of 
British Columbia, should die or resign from such firm, the said firm 
shall be entitled to continue the use of such designation, provided 
that another member or Manager of such firm becomes a member of 
the — Institute within six months of the death cor resignation of such 
member.’ 

11b. Every person who contravenes any of the provisions of the 
last preceding section, shall for every such contravention, be liable 
2 Te conviction and to a penalty not exceeding one hundred 
ollars. 

llc. The Council shall cause to be kept by the Secretary or other 
Officer appointed for the purpose a book or register in which shall be 
correctly entered in alphabetical order, the names of all members in 
good standing and those members only whose names are entered in 
the book or register aforesaid, shall be deemed entitled to the privilege 
ef membership in the Institute, and such book or rgister shall ai all 
times be subject to inspection by any person, free of charge. 

1ld. Such book or register or copy of the same duly certified by 
the Secretary, shall be prima facie evidence in all Courts and before 
all persons that the persons whose names are entered are members 
of the Institute in good standing, and the absence of the name of any 
person from such register shall be prima facie evidence that such 
person is not a member of the Institute.” 

12. The Council shall by By-law prescribe the conditions upon 
which persons who have passed the examinations of other corporate 
bodies having the same or similar objects, may be admitted as mem- 
bers of the Institute, and such conditions shall be reasonable and 
subject to amendment by the Lieutenant-Governor-in-Council, and if 
the Council omits to pass such By-law, the Lieutenant-Governor-in- 
Council may prescribe such conditions. 

13. Nothing in this Act shall affect or interfere with the right of 
any person not a member of the Institute to practice as an Account- 
ant in British Columbia nor with the right of any pesron not residing 
er having an office therein, to use any designation as accountant. 

14. Nothing in this Act contained shall prevent any person who 
on the 16th day of December, 1909, was a member of the Dominion 
Association of Chartered Accountants from using the designation to 
which he would be entitled by reason of such membership. 

15. The Examining Board of the Institute shall be appointed by 
the Lieutenant-Governor-in-Council. 

16. This Act may be cited as the “ Chartered Accountants Act, 
1905, Amendment Act, 1914.” 
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| THE 
INSTITUTE OF CHARTERED ACCOUNTANTS 

OF BRITISH COLUMBIA 

Constitution 

ARTICLE I. 

The name of the Corporation shall be “ The Institute of Chartered 
Accountants of British Columbia.” - 

ARTICLE II. 
The membership of the Institute shall be composed of members in 

good standing of existing incorporated Institutes and Associations of 
Chartered Accountants (as prescribed in the Chartered Accountants 
Act, 1905), and of any persons of whose qualifications and fitness the 
Council approves. 

ARTICLE III. 
(a) The objects of the Institute are: (1) To promote and 

increase by all lawful ways and means the knowledge, skill and 
proficiency of its members (and others desirous of joining its member- 
ship) in all things relating to the profession and calling of an 
accountant; (2) to cultivate a spirit of professional co-operation 
among its members ; and (3) to secure the better recognition of the 
practice of accountancy as a profession. 

(b) To attain these objects it is proposed to establish and 
conduct or contribute towards Colleges, Libraries, Classes, Lectures 
and Examinations. 

(c) To enable the Institute to more efficiently carry out these 
objects, it has been granted power to take, purchase and hold personal 
property, lands, buildings and hereditaments, and to dispose thereof 
and re-invest the proceeds as may be deemed fit, but so that the 
Institute shall apply all its profits (if any) and other income in 
promoting the aforesaid objects, and the Institute shall not, at any 
time, pay any fividend‘to itsmeamlbers. The provisions of this section 
shall not prevent the remuneration of members of the Council or 
Officers of the Institute for services rendered. 

ARTICLE IV. 
The Institute sha'l have power to affiliate with any ctner 

Institute or Association of Accountants whether of the Dominion of 
Canada, Great Britain or the United States of America, or elsewhere, 
for purposes of mutual benefit to the profession. 

ARTICLE V. 
If any member ceases from any cause whatever to be a member of 

the Institute, he shall not, nor shall his representatives have any 
interest in or claim against the funds and property of the Institute. 

ARTICLE VI. 
Notice to amend any Article in the Constitution, or to introduce a 

new one, shall be made in writing to the Council, who shall cause 
notice of the same to be mailed to each member at least ten days 
previous to the meeting at which it is intended to be considered. No 
such amendment shall take effect until it has been passed by a vote 
cf two-thirds of the members present at such meeting and ratified at 
a subsequent Special General Meeting (held not less than 14 days nor ~ 
more than one month from the date of the meeting at which such 
amendment was first passed), and been approved of by the 
Lieutenant-Governor-in-Ceuncil. 
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THE 

INSTITUTE OF CHARTERED ACCOUNTANTS 

OF BRITISH COLUMBIA 

BY-LAWS 

Membership 
1. The membership of the Institute (other than Honorary) shall 

be divided into two classes, namely: “Fellows” and “ Associates.” 
2. All persons admitted to membership in terms of Article II. 

of the Constitution shall be known as Associate Chartered 
Accountants. The election of any person as an Associate shall entitle 
him to a Certificate of Membership granting him the privilege of using 
the initials “ A. C. A.” after his name. 

3. Associates may be elected Fellows by the Council provided 
they have been in practice as Chartered Accountants for a period of 
not less than five years. 

4. Every member elected as a Fellow shall be entitled to receive 
a Diploma of Fellowship, granting him the privilege of using the 
initials “F. C. A.” after his name. 

5. The Association by the unanimous vote of its members present 
at any Annual General Meeting or at a Special General Meeting may, 
on recommendation of the Council, confer Honorary Membership on 
any person who may be considered as_ entitled to receive such an 
honor on account of his standing or celebrity in the community, or 
on account of his having rendered some special service to this 
Institute. The election of any person to Honorary Membership shall 
entitle him to a Diploma of Fellowship which shall carry with it all 
the privileges of that degree except voting or holding office in the 
Institute. 

Council. 

6. The Council shall consist of not less than nine nor more 
than twenty-one members. The number of members of the Council 
shall be fixed by resolution) at the Quarterly General Meeting 
preceding the Annual General Meeting, and may be altered from 
time to time at such meetings in each year. 

7. Nominations for the Council may be made by any member of 
the Institute and must be delivered in writing at the Secretary’s 
office at least 14 days before the date of the Annual Meeting. 

8. A voting paper containing the names, alphabetically arrang- 
ed, of the persons nominated for election to the Council shall be 
sent by mail to each member at least ten days before the date of the 
Annual Meeting, and the Council shall be elected by means of such 
voting papers, whether the members voting be present at or absent 
from the Annual Meeting. 

_ 9. At the General Meeting in 1915 the whole of the Council shall 
retire from office and at the General Meeting in eve subsequent 
eae one-third of the Council for the time being shall retire from 
office. 

The members of the Council to retire each year shall be those 
who have been longest in office, since the last election, but as 
between persons who become members of the Council on the same 
day those to retire shall (unless they otherwise agree among them- 
selves) be determined by lot. 
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10. Any casual vacancy occurring in the Council may be filled 
up by the Council but the person so chosen shall be subject to 
retirement at the same time as if he had become a member of 
the Council on the day on which the member in whose place he is 
appointed was last elected to the Council. 

Officers. 

11. The officers of the Institute shal be as follows : 

(1) Honorary President. 

(2) President. 
(3) Vice-President. 

(4) Secretary. 
(5) Treasurer. 

(6) Two Auditors. 

12. The Honorary President shall be elected annually from 
among the Honorary Members at the Annual General Meeting of 
the Institute. 

13. Immediately after the election of the Council the Members 
elected shall meet and elect a President, Vice-President, Secretary 
and Treasurer from among their number. 

14. No member shall be eligible for election as President for 
more than two years in succession, nor shall he again be eligible for 
election to that office until two years shall have elapsed. 

15. The same person shall be eligible for both the offices of 
Secretary and Treasurer. 

.16. At the Annual General Meeting in each year, two members 
of the Institute shall be elected Auditors for the ensuing year. No 
member of the Council shall be eligible for the position of Auditor. 

Committees. 

17. There shall be three standing committees 1 

(1) Finance Committee. 
(2) Membership Committee. 
(8) Committee on Legislation. 

18. Each Standing Committee shall consist of at least three 
members of the Institute. 

19. Special Committees may be appointed by the Institute, or 
by the Council, at any meeting. 

20. The President and Secretary shall be ex-officio members of 
all Committees. 

Meetings. 

_ 21. The Annual General Meeting of the Institute shall be held 
in each year, at such time and place in the Province of. British 
Columbia as the Council shall from time to time determine. 

22. The Quarterly General Meetings of the Institute shall ‘be 
held in such months and at such places in the Province of British 
Columbia as may be decided at the Annual General Meeting in each 
year. 

23. Special General Meetings of the Institute may be called hy 
the Prasident at any time, and shall be called by the President to be - 
held within one month after the receipt of a requisition signed by 
not less than ten members. Such requisition shall state the business 
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for which the meeting is to be called, and the business shall also 
be stated in the notice calling the meeting. 

24. Ordinary Meetings of the Institute for lectures, reading of 
papers or discussions of questions of interest to the profession, may 
be held whenever the Council shall deem ‘expedient. 

25. Meetings of the Institute may be adjourned from time to 
time by resolution of a majority of the members present, but no 
business shall be transacted at any adjourned meeting other than the 
business left unfinished at the meeting from which the adjournment 
took place. 

26. At any meeting of the Institute ten shall constitute a 
quorum. 

27. At meetings of the Institute each member (Fellows and 
Associates) shall be entitled to one vote. 

28. If a member is unable to be present he may vote by proxy 
(on a form approved of by the Council), but no member shall 
represent or vote on more than one proxy at any meeting. 

29. At any meeting of the Institute two members present may 
demand a vote by ballot upon any question before the meeting, and 
the Chairman shall thereupon appoint two scrutineers for the 
purpose of taking the vote. 

80. Notices of the Annual Meeting, Quarterly General Meetings 
and special General Meetings shall be mailed to each member at 
least ten days before the date of the meeting, but the non-receipt of 
such notice shall not invalidate the proceedings of any meeting. 

31. Meetings of the Council shall be held at such time and 
place as the Council may from time to time determine. 

32. At any meeting of the Council three shall constitute a 
quorum. 

33. Meetings of committees shall be convened by the chairman 
thereof at such time and place as he deems advisable. 

34. At any meeting of a committee a majority shall constitute a 
quorum. : 

35. It shall be the duty of the President (a) to preside at all 
meetings of the Institute; (b) to enforce the By-Laws of the 
Institute ; (c) to countersign cheques for accounts passed by the 
Council, and generally to perform such other duties as appertain to 
the office of President. 

36. The President shall, on the advice of the Council, appoint 
the standing committees, and shall, previous to the annual meeting. 
appoint two scrutineers to act at that meeting. 

37. The President and the Secretary shall sign all papers and 
documents requiring signature or execution on behalf of the 
Institute. 

38. In the absence of the President, the Vice-President shall 
possess all the powers and perogatives of the President. 

39. In the event of the absence of the President and Vice- 
President from a meeting of the Institute or Council. the members 
shall elect one of their number to preside. 

40. The Secretary shall conduct the correspondence, notify 
members of the Institute and Council of all meetings to be held, 
record proceedings thereat, keep a register of the members with 
their address. have custody of the corporate seal and affix the same 
to all documents when required, see that the applications for 
admission and the recommendations accompanying the same are in 
order, make the necessary investigations in respect thereto, send 
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all required notices to the members of the Institute and of the 
Council, and generally perform such other duties as appertain to the 
office of Secretary. 

41, The Treasurer shall receive the fees, subscriptions and 
moneys accruing to the Institute, dispose of the same as the Council 
may direct, draw and sign all cheques, keep correct accounts, prepare 
proper financial statements at the termination of each fiscal year, 
and generally perform such other duties as appertain to the office of 
Treasurer. 

42. The report of the Auditors on the accounts of the Institute 
shall be read at the Annual General Meeting. The annual statement 
of accounts shall be delivered to the Auditors at least ten days before 
each Annual Meeting, and the report of the Auditors shall be filed 
with the Council five days at least before the date of the Annual 
Meeting. 

Duties Of Committees. 

Finance 

43. It shall be the duty of this Committe to supervise the 
finances of the Institute. 

44, No account shall be passed for payment till it has been 
approved of by the Committee or reported upon by them to the 
Council. 
. Membership 

45. The Committee shall enquire into the standing, character 
and qualifications of each person proposed for membership or 
examination and report their finding to the Council. They _ shall 
also report the result of each examination, together with such 
suggestions or recommendations as they may deem fit. 

Legislation 

46. The Committee on Legislation shall watch all Acts ox 
amendments to Acts affecting the rights of members’ of this 
Institute or in any way relating to the profession of an accountant. 

Entrance Fees, Dues and Assessments. 

47. Every candidate shall pay the following fees : 

For the preliminary examination or certificate of exemption 
MRS Tica Hak eG? im SPs abe Pa sda cis ate 6 US ek $10.00 

For registration of articles .0.. 005000 ck ccc cece ee ecb ccecees 10.00 
For the intermediate examination ................0e.ceeeeee 15.00 
Por the final examination ...........cccccccsccceccscuccces 25.00 

48. Each person who shall have passed the examination and paid 
the foregoing fees, shall, before being elected as an Associate, pay 
to the Institute an Entrance Fee of $50.00. 

_ 49. Any person being a member, in good standing, of any exist- 
ing Incorporated Institute or Association of Chartered Accountants, 
applying for admission in terms of the Act of Incorporation, shall, 
before being admitted as an Associate, pay to the Institute an 
Entrance Fee of $50.00. 

50. Each Associate, before being admitted as a Fellow, shall 
pay to the Institute, a Fellowship Fee of $50.00. 
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51. The annual fees shall be due and payable on the 1st day of 
February in each year, for the year then ensuing. Such fees shall 
not in any year exceed the sum of $30.00 for Fellows and $15.00 for 
Associates, and shall be fixed by the Council at a meeting prior to the 
Annual General Meeting in each year. 

Funds, 

52. The funds of the Institute shall be controlled by the 
Council, who shall apply the same in payment of the current 
expenses of the Institute and in furthering the objects of the 
Institute as set forth in the Act of Incorporation and Constitution. 

Candidate For Admission. 

58. Any person desiring to become a member of the Institute 
— apply in writing in such form as may be approved of by the 

uncil. 
54. All applications for membership shall be submitted to the 

Council, and no person shall be elected as a member except on a 
favorable report from the Council. A majority vote of the members 
present at any meeting shall be necessary to elect. 

55. The Council shall from time to time make such regulations 
as regards registration, qualifications and examinations as they 
may deem advisable. 

56. Any person who has passed the prescribed examinations of 
any Incorporated Institute or Society of Accountants whose 
standards of skill and proficiency has been approved by the Council 
and who is certified by the Secretary of such Institute or Society to 
be a member thereof in good standing, and who shall satisfy the 
Council that he has reasonable grounds for seeking to be admitted a 
member of this Institute, shall be entitled to exemption from the 
Final Examination. (Subject to the provisions of Chapter 85 of the 
Statutes for 1914, being the Chartered Accountants Act, 1905, 
Amendment Act 1914. See Sec. 12, Act of Incorporation). 

57. Any Incorporated Institute or Society of Accountants may 
submit for the consideration of the Council, such information as to 
their courses of study and examinations and as to conditions of 
membership therein as may be necessary to enable the Council to 
determine whether such examinations and conditions are ecuivalent 
to the examinations and conditions of membership of this Institute ; 
and if such courses of study, examinations and conditions of member- 
ship are deemed equivalent to the examinations and conditions of 
membership in this Institute, the name of such Institute or Society 
shall be entered in the Register and published in the Year Book of 
the Institute. (Subject to the provisions of Chapter 85 of the 
Statutes for 1914, being the Chartered Accountants Act. 1905, 
Amendment Act 1914. See Section 12, Act of Incorporation). 

Resignations, Etc. 

58. Any member may tender his resignation which must be in 
writing, but the same shall not take effect until the arrears of fees 
(if any) have been paid. 

59. Any member whose fees are not paid within three months 
of the date when such fees have become due and payable, may 
suspended by the Council from the privileges of membership during 
the non-paymen ot the same. 
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60. If such default shall continue for twelve months, the 
Council may thereupon direct that his name be removed from the 
List of Members. Such person may be re-admitted by ballot of the 

members upon such terms as the Council shall approve. 

Miscellaneous. 

61. The Council shall from time to time frame such Rules and 

Regulations in accordance with these By-Laws as they may deem 

advisable to carry out the purposes of the Institute more efficiently. 

62. Any member or any aggrieved person may prefer to the 

Council, in writing, charges of default, misconduct or infraction of 

the Constitution or By-Laws on the part of a member or a_ student, 

and the Council shall thereupon investigate the same. In the event 

of the charges being sustained, the offender may be dealt with as 

the Council shall see fit. ! 

63. Notices to any member with regard to any complaint which 

may have been laid, requiring his attendance before the Council, shall 

be served upon him, either personally or by registered letter to his 

last known address. 

64. Members of the Institute practising in partnership with 
persons who are not members of some recognized Institute or 
Association of Chartered Accountants or Certified Public Account- 

ants, shall not describe the firm as “ Chartered Accountants” nor use 

the initials “F.C.A.” nor “ A.C.A.,” after the title of the firm. 

65. The Corporate Seal of'the Institute shall be circular’ in form 

bearing the inscription, “The Institute of Chartered Accountants of 

British Columbia, Incorporated 1905.” 

66. The Council shall from time to time make regulations for 

the official recognition and registration of students, and for the 

conducting of a Chartered Accountants’ Students’ Association. 

67. The Institute may also contribute towards the expenses 

of Colleges or similar institutions, or conduct the same for the 

efficient training of its students and members. 

68. The Institute may affiliate with any other Institute or 

Association of Chartered Accountants, subject to such arrangements 

as the Council may from time to time approve of. 

69. Educational institutions having a department devoted to 

the study of accounts may become affiliated with this Institute upon 
such terms and for such purposes as the Council may from time to 
time prescribe. 

70. Notice to amend any By-Law. or to introduce a new one, 
shall be made in writing to the Council, who shall cause notice of the 

same to be mailed to each member at least ten days previous to the 
meeting at which it is intended to be considered. No such amend- 
ment shall take effect till it has been passed by a vote of two-thirds 
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of the members present and been ratified at a subsequent Special 

General Meeting held not less than fourteen days nor more than 
one month from the date of the meeting at which such amendment 

was first passed) and been approved of by the Lieutenant-Governor- 

in-Council. 

Council 1921-1922. 

President—George Frederick Gyles 

Vice-President—Hall Campbell Chiene 

Secretary Treasurer—John Brinkler Woodthorpe. 
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Honorary Auditors. 
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Dickenson, Sir A. L., 3 Fredericks Place, Old Jewry, London; E. C., 

England. 
Drury, G. H., c-o Touche Niven & Co., Minneapolis, Minn. 
Edwards, A. H., 404 London Building, Vancouver. 
Edwards, G., 10 Adelaide St., Toronto, Ont. 

Fairnie, A. A., 708 Yorkshire Building, Vancouver. 
Falding, W. H., Bank of Montreal Chambers, Rossland, B.C. 
Field, F., 706 Standard Bank Building, Vancouver. 
Forsyth, J. D., 906 Yorkshire Building, Vancouver. 
Forsythe, Chas. A., 242 Central Building, Seattle, U. S.A. 
Forward, E. W., Ladysmith, Vancouver Island, B. C. 
Foster, A. P., 304-5 London Building, Vancouver. 

Garnsey, Sir G. F., K.B.E., 8 Fredericks Place, Old Jewry; 
London, E. C., England. 

Genn, R., 615 Sayward Block, Victoria. B. C. ; 
George, H. W., 210 Bank of Nova Scotia Building. Vancouver. 
Giske, E. H., 1104 Dominion Bank Building. Vaucouver. 
Graham, John, 2292 Linden Ave., Edmonds, New Westminster, B. C. 
Griffiths, A. F., Law Chambers, Victoria. 
Griffiths, W., 10th Floor, Standard Bank Building, Vancouver. 
Grover, F. J., 1068 Davie St., Vancouver. 
Gyles, G. F., 405 Bank of Nova Scotia Building, Vancouver. 
Hall, James, 105 South La Salle St., Chicago, U. S. A. 
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Hawkins, re he Basildon House, Moorgate St., London, E. C.; 
England. 

Helliwell, J. F., 708 Yorkshire Building, Vancouver. 
Hinton, H. aes 622 Metropolitan Building, Vancouver. 
Hobbs, S. F., c-o Dale & Co., Ltd., Pacific Building, Vancouver. 
Hodges, Ww. F., 210 Bank of Nova Scotia Building, Vancouver. 
Humphries, T., "405 Bank of Nova Scotia Building, Vancouver. 
Hunter, Robert W., 613 Vancouver Block, Vancouver. 
Inman, C. V., 837 Hastings St. West, Vancouver. 

Ismay, E. W., 1118 Langley Street, Victoria. 
Jackson, J. H.. General Delivery, North Vancouver. 
Jones, F. D., 906 Yorkshire Building, Vancouver. 
Kendall, J., 1201 Dominion Building, Viaancouver. 
Kestin, F. R., 806 Dominion Building, Vancouver. 
Kidd, F. H. P. O. Box 254, Nanaimo, B.C 

Lennard, W. J. B., 304-5 London Building, Vancouver. 
MacLachlan, W. M., 708 Yorkshire Building, Vancouver. 
Malcomson, S., 333 Pine St., New Westminster, B. C. 
Martin, W. S., 330 Seymour St., Vancouver. 
Matthews, L. , 622 Metro r0:i¢ fan Building, Vancouver. 
May, Geo. QO, 54 William St., New York, U. S. A 
Milne, Bruce W., 711 Vancouver Block, Vancouver. 
Mitchell. S. R., 79 Wall Street, New York, Us 8.A, - 
Monteith, W. B., Sas Times Building, Victoria. 
Moorehouse, Eli, L. C. Smith Building, Seattle. 
Mouat, A. N., Comptroller-General, Victoria. 
Nesbitt, W. H. A., 901 London Building, Vancouver. 
Page, F. P., 49 Wall Street, New York, U. S. A. 
Paisley, H. + Western Grocers! Limited, Winnipeg, Man 
Peat, Sir Wm. B., 11 Ironmonger Lane, London; £. C. , England. 
Perrin, H. J., 837 Hastings St. West, Vancouver. 
Peters, N. H., 405 Bank of Nova Scotia Building, Vancouver. 
Pirie, Richard B. W., 415 Credit Foncier Building, Vancouver. 
Playle, Geo. H., 681 Dufferin S. .» Toronto, Ont. 
Price, F. S., 3 Fredericks Place, Old Jewry, rar E. C. England. 
Purse, John, 210 Alaska Building, Seattle, U. S. 
Rathie, A. H., 470 Granville St., Vancouver. 
Richardson, Frank, 403 Bank of Nova Scotia Building, Vancouver. 
Riddell Alex Fowler, 80 St. Francois Xavier St., Montreal, Quebec. 
Roberts, Sydney V., P. O. Box 42, West Vancouver, B. 
Robertson, Cc. Os: 5 Great James St., Bedford Row, London, 

W. C. I., England. 
Rorie, George, Federal Bldg., Prince Rupert, B. C. 
Ross, F. A., 105 South La "Salle St., Chicago, St: As 
Ross, James, 26 Priory Road, Bedford Park; London; W. 4; 

England. 
Rowe, W. G., 1122 Standard Bank Building, Vancouver. 
Runner, F. L. ., ¢-o Messrs. Marwick, Mitchell & Co., Boston; 

Mass., U. S. A. 

Shaw, A., Ti Credit Foncier Building, Vancouver. 
Small, James D., 208 London Building, Vancouver. 
Smith, Ss. , 620 Rogers Building, Vancouver. 
Stein, 'W. ae 916 Rogers Building, Vancouver. 
Stewart, Andrew, 79 Wall Street. New York, U:-S.A. 
Stoddart, Chas. T., 406 London Building, Vancouver. 

Tait, A. W., C. B. E., Basildon House, Moorgate St., London, 
E. C., England. 
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Tansley, agg c-o Deloitte, Plender, Griffiths & Co.; Montreal; 
ba 

Taylor, L. W., 215-16th Avenue, E., Vancouver. 
Taylor, John Leechman, 704 Yorkshire Bldg., Vancouver, B. C. 
Tolmie, W. A., Union Bank Building, Vancouver. 
Touche, Sir G. A., Basildon House, Moorgate St., London; E. C.; 

England. 
Tuttle, W. H., 81 Water St., New York; U.S. A. 
Watson, W. R., 210 Bank of Nova. Scotia Building, Vancouver. 
Webb, T. H., 610 MacArthur Building, Winnipeg, Man. 
Webster, G. R., 7 Northview Ave., Uppper Mojitclair, N. J. 
White, C. W., 615 Hastings St. W., Vancouver. 
Wicks, H. J., ”1533-16th Ave. SN Seattle, UG: A. 
Wilson, Geo., "210 Produce Exchange, New York, U. S. A. 
Wilson, S., 805 Dominion Bank Building, Vancouver. 
Wilson, Ww. A., 805 Dominion Bank Building, Vancouver. 
Winter, Geo. E., 210 Bank of Nova Scotia Building, Vancouver . 
Woodthorpe, J. ae: 801-2 Winch Building, Vancouver. 
Wyon, Sir A. W., K. B. E., 3 Fredericks Place, Old Jewry; 

London, E oa England. 

Young, J. Hayden, 622 Metropolitan Building, Vancouver. 
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THE 

INSTITUTE OF CHARTERED ACCOUNTANTS OF 

SASKATCHEWAN. 
—_—-_ 

- Act of Incorporation being Chapter 138 of the Revised Statutes 

of Saskatchewan 1920. 

HEREAS certain persons have petitioned that they may be 
W jneorporated under the name of The Institute of 

Chartered Accountants of Saskatchewan for the purposes 
herein contained ; and s 

Whereas it is expedient to grant the prayer of the petition- 
ers: 

Therefore his Majesty by and with the advice and consent of 
the Legislative Assembly of Saskatchewan enacts as follows: 

1. Subject to the provisions hereinafter contained there 
shall be and there is hereby constituted as a body corporate and 
Politic a society or institute to be styled and known as “The 
Institute of Chartered Accountants of Saskatchewan” hereinafter 
called “The Institute.” 

2. The (Institute shall be composed of: 

(a) Such persons residing in Saskatchewan who shall 
within the period of twelve months after the passing 
of this Act prove to the satisfaction of a board to be 
appointed by the Lieutenant Governor in Council that 
they have been engaged in -accounting for a period of — 
five years and who shall if required successfully pass 
renee as as may be prescribed by the said 
oard ; " 

(b) Such other persons as shall hereafter become ~mem- 
bers of the Institute as hereinafter provided ; 

(c) The membership of the Institute shall consist of two 
classes, namely, ellows and Associates. 

(2) Every pevson who desires to have his qualifications as 
an accountant examined into by the said board as aforesaid shall 
pay to the board such fees as may be fixed by the Lientenant 

vernor in Council and all fees so paid shall be used to remuner- 
ate the board for their services and to cover the expenses of any. 
examination which may be held. 

3. So soon as six persons shall have become qualified under 
the provisions of clause (a) of section 2 hereof the Lieutenant 
Governor in Council shall order that the names of the said persons 
shall be publishéd in The Saskatchewan Gazette and upon such 
laprariage the said persons shall be and shall constitute the said 
nstitute, and shall have power to do and perform all the Acts and 
aoe which the said Institute is by this Act empowered to do and 
perform. 

4, The Institute by tke name aforesaid shall have perpetual 
succession and may sue and be_ sued in any court and have and 
use a common seal and be capable of making and receiving all 
debts, conveyances, transfers, assignments and contracts neces- 
sary to carry out effectually the provisions of this Act and to 
promote the objects and designs of the said institute; and the 
said Insitute shall subject to the provisions of this section be 
capable by its corporate name of taking, purchasing, holding, sell- 
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ing, mortgaging and disposing of all and any goods, chattels, 
lands, tenements and heriditaments and any real or personal 
property whatsoever and any interest therein which may from 
time to time be necessary or convenient for the purposes of the 
Institute ; but the Institute shall not engage in trade or deal in 
lands or any interest therein but may apply moneys derived from fees, 
voluntary contributions or donations from members or others towards 
the maintenance and objects of the Institute in such manner as 
the said Institute skall from time to time by by-law direct : 

Provided always that the said Institute shall only have 
power to acquire and hold such real estate as shall not at any 
one time exceed an annual value of five thousand dollars and shall 
have and hold such real estate only so far asthe same skall be 
necessary for the purposes of the said Institute within Saskatche- 
wan ; and 

Provided also that it shall be lawful for the said Institute to 
invest the funds of the Institute in the bonds and debentures of 
any loan company duly incorporated transacting business in 
Saskatchewan or of any municipal corporation or in any 
government securities of Canada or of Saskatchewan 

5. The Institute is hereby empowered to promote and _ in- 
crease by all lawful ways and means the knowledge, skill and 
proficiency of its members in all things relating to the business 
or calling of an accountant and to that end to establish classes, 
lectures and examinations and prescribe such tests of competency, 
fitness and moral ckaracter as may be thought expedient to . aualify 
for admission to membership and to grant diplomas to such members 
enabling them to use the distinguishing letters “C.A.” (chartered 
accountant) as a certificate of such membership and competency ; and 
also from time to time to hold examinations amd grant certificates. 
of competency as bookkeepers to such pergoms as may desire to 
come before the Institute for examination for which examination they 
shall be entitled to charge a fee of $10. 

(2) Every member of the Institute may use after his name, 
if he is a fellow the initials “F.C.A.,” signifying “Fellow of the 
Chartered Accountants,” and, if he is an associate, the initials: 
“A.C.A.,” signifying “Associate of the Chartered Accountants.” 

6. An annual general meeting shall be held once in eack 
year at such time and place as the Coutncil’of the Institute shall 
direct and subject to such regulations as may be provided by the 
by-laws of tke Institute, for the election of the Council and the 
transaction of such business as may be brought to such meeting, 
or, in case such meeting for any cause has not been held, a_ sub- 
sequent meeting for such purposes may be held under a by-law of 
the Institute passed for such purpose; in default of such election 
at the time and in the manner provided, the retiring officers and 
council shall continue to act until their successors shall be duly 
appointed 

: 7. The affairs, business and concerns of the Institute as 
provided for by the by-laws shall be managed by a Coumcil of seven 
mmembers elected as in the preceding clause hereof mentioned, and 
the Council shall from its members elect a President, Vice Presi- 
dent, Secretary and Treasurer the same person being eligible for 
both the last mentioned offices, and may appoint such other officers 
as may be provided for by the by-laws of the Institute. All 
vacancies which may occur among the officers of the Council by 
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reason of death or otherwise in the interval between two annual 
meetings may be filled by the Council. ; ' ; 

8. The Institute in general meeting assembled or at a special 
meeting called for tkat purpose may make by-laws for the govern- 
ment of its members and the carrying out of its objects and in the 
fulfilment of its powers and the Council may from time to time 
repeal, amend or re-enact the same; but every such by-law and 
every repeal, amendment or re-enactment thereof unless in the 
meantime confirmed at a special meeting of the Institute called 
for that purpose shall have force only until the next annual 
meeting of the Institute and in default of confirmation thereof 
shall at and from that time only cease to have force. 

MEMBERS. 

9. No member shall be personally liable for any debt of the 
Institute beyond the amount of his unpaid fees or subscriptions 
as aforesaid. 

10. The Institute may expel any member for misconduct or 
violation of the by-laws of the Institute on complaint made in 
writing and after inquiry into the same. 

11. If any member during his lifetime ceases to be a mem- 
ber of the Institute he shall not nor shall his representatives have 
any interest in or claim against the funds or property of the In- 
stitute in respect of his membership. 

FEES. : 

12. The Institute may charge such fees as may be approved 
by the Lieutenant Governor in Council. 

FALSE PRETENCES OF MEMBERSHIP PENALTY. 

13. It shall not be competent for any person who is not a 
member of the said Institute to pretend to hold, take or use any 
name, title, addition or description implying that he holds a dip- 
loma or certificate from the said Institute or to falsely represent 
er use any title representing that he is such. 

(2) No person shall be entitled to take or use the designa- 
tion of “Chartered Accountant” or the initials “F.C.A.” or 
A.C.A.,” either alone or in combination with any other words or 
any name, title or description implying that he is a Chartered 
Accontant or any name, title, initials or description implying that 
he is a certified accountant or an incorporated accountant unless 
he is a member of the said Institute in good standing and _ regis- 
tered as such. 

14. Every person who contravenes any of the provisions of 
the last preceding section shall for every contravention incur a 
penalty of $50. 

15. The penalty imposed upon any such conviction shall be 
forthwith paid over one-half to the Institute and the other half 
to the provincial treasurer, the latter amount to form part of the 
general revenue fund of Saskatchewan. 

16. The penalty imposed by section 14 of this Act may be 
recovered with full costs of suit in the name of The Institute of 
Chartered Accountants of Saskatchewan in the proper district 
court. 

17. The council of the Institute shall cause to be kept by 
the secretary or registrar a register in which shall be entered in 
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alphabetical order the names of all members in good standing ; 

and those members only whose names are inscribed in the reg- 

ister shall be deemed entitled to the privilege of membership in 

the Institute and such register shall at all times be subject to 

inspection by any person free of charge 

(2) Such register or a copy of the same or an_ extract 

therefrom duly certified by the secretary or registrar shall be 

prima facie evidence in all courts and before all persons that the 

persons therein specified are members of the Institute in good 

standing, and the absence of the name of any person from _ such 

register shall be prima facie evidence that such person is not a 

member of the said Institute. 

18.. Nothing in this Act shall effect or interfere with the 

right of any person not a member of the Institute to practise as 
an Accountant in Saskatchewan. 
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THE INSTITUTE OF CHARTERED ACCOUNTANTS OF 

SASKATCHEWAN. 

BYLAWS. 

1.—MEMBERSHIP. 

SECTION 1. The memership of the Institute of Chartered 
Accountants of Saskatchewan shall consist o% two classes, viz., 

“Fellows and Associates.” 

SECTION 2. No person under 21 years of age shall be 
eligible for membership. : 

SECTION 3. Application for membership of those intending 
to qualify by examination shall be in the form _ set forth in 
Schedule “A” hereto attached, and shall be delivered to the Uni- 
versity Board of Examiners in Accounting at the time application 
is made to write upon the final examination. 

SECTION 4. All applications for membership in the Insti 
tute from candidates who have passed the final examination shall 
be delivered by the University Board of Examiners in Accounting 
to the Secretary of the Institute, together with the prescribed fee 
of $50.00. 

SECTION 5. All candidates for admission as members by 
examination shall be ballotted for by the Institute. A voting 
paper containing the names of such candidates shall be sent by 
mail to each member in good standing. The voting paper in the 
form set forth in the schedule attached (Form “F’’) shall be 
marked and signed by the voter and lodged with the president of 
the Institute within ten days of mailing date. In case one or 
more negative votes are registered the President may withhold 
electon of such candidate until the matter has been investigated 
by the Councll. In the event of being admitted they shall have 
the right during the continuance of membership to use the 
5 lat aaa “Chartered Accountant” and to be styled an ‘‘Asso- 
ciate. 

SECTION 6. Any person who shall have been a member for 
at least ten years, and who is a non-practising Accountant may, on 
recommendation of the Council, be elected an Honorary Member, 
at any meeting of the Institute, by a two-thirds vote of the mem- 
bers entitled to vote. 

Provided, however, that should any Honorary Member again 
become a practising Accountant, he shall cease to be an Honorary 
Member and shall be again liable for his annual _ subscription. 
Honorary Members shall not be eligible for election as members 
of the Council but shall have the right to be present and vote at 
all meetings of the Institute, 

SECTION 7. Any person who has rendered conspicuous ser- 
vice to the Institute may be recommended by the Council for elec- 
tion at any meeting of the Institute as an Honorary Member. 
Such election must be unanimous. Honorary membership shall 
not conifer upon any nérson the right to be styled a “Fellow,” or 
an “Associate” or “Chartered Accountant,” or to be elected as a 
member of the Council, or to vote. 
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SECTION 8. Any Chartered Accountant who is residing and 

practising in the British Isles, the United States, or in the Pro 

vineces in Canada other than Saskatchewan, and who is a member 

of a Chartered Accountant’s Institute or Askociation shall be 

eligible for election by the Council as an Associate Member in 

this Institute on the same terms and conditions as are granted to 

members of this Institute in the Association or Institute of which 

the applicant who may be applying for membership in the 

Saskatchewan Institute is a member. The fcregoing provision 

does not apply to applicants who are members of Institutes or 

Associations of Great Britain. He shall be given a vote at all 

annual meetings but shall be disqualified from holding office in 

this Institute. The fees for such nonresident members shall be 

$50 entrance and $10 per annum. 

SECTION 9. Any Incorporated Institute or Society which 

shall satisfy the Council that its standard of examination and con- 

ditions of membership conforms to the standard of examinations 

and conditions of membership of this Institute shall be entitled 

to be registered accordingly and shall be designated a “Registered 

Society.” . 

The examinations of the following Societies have been ap- 

proved by the Institute and declared for the purpose of Section 9 

cf By Law No.1 “Membership” to be equivalent to the Examina- 

tions of the Institute : 

The Society of Incorporated Accountants and Auditors, London, 

England. 

The Society of Accountants in Edinburgh. 

The Institute of Chartered Accountants of England and Wales. 

The Institute of Accountants and Actuaries in Glasgow. 

The Society of Accountants in Aberdeen. 

The Institute of Chartered Accountants of Ireland. 
The Institute of Chartered Accountants of Ontario. 

The Association of Accountants in Montreal. 

The Institute of Chartered Accountants of Manitoba. 

The Institute of Chartered Accountants of British Columbia. 

The Institute of Chartered Accountants of Nova Scotia. 

The Institute of Chartered Accountants of Alberta. 
The Institute of Chartered Accountants of New Brunswick. 

_SECTION 10. _ Membershia in a “Registered Society” shall 
entitle, on application, any member thereof to be elected by tho 
Council an Associate Member of the Institute, if such person or 
firm practices and resides within the Province on the same 
terms and conditions as are granted to members of this Institute 
in the Association or Institute of which the applicant wko may be 
applying for membership in the Saskatchewan Institute is a mem- 

The foregoing provision does not apply to apvlicants who 
are members of Institutes or Associations of Great Britain. The 
fee for such member shall be $50 entrance and $12 per annum. 

SECTION 11. All members at the time of their election 
shall be required to take a declaration of loyalty, ‘which js‘hail be 
in the form set forth in the Schedule hereto attached—Form C. 
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2.—FEES AND SUBSCRIPTIONS. 

_ SECTION 1. The entrance fee, which must accompany ap- 
plication for membership as set forth in by-law 1 section 3, shall be 
$50.00, which shall be returned to the candidate in the event of his 
failing to pass the final examination or withdrawing his name, by 
the University Board of Examiners in Accounting, and in the 
event of his being refused admission to the Institute, by the Sec- 
retary of the Institute. 

SECTION 2. Annual subscriptions shall be payable in ad- 
vance on the second day of April in each year. The annual jsub- 
scriptions shall be: 

Members resident in Saskatchewan $12 

Nonresident members .............. 10 

The annual subscription of $12 for resident members shall 
include memberhip fee to the Dominion Association of Chartered 
Accountants and yearly subscription to The Canadian Chartered 
Accountant. 

The Entrance fee for new members. shall cover the annual 
subscription In the year of entrance with the exception in the 
case of members residing in Saskatchewan of the subscription to 
the Dominion Association of Chartered Accountants and the 
yearly subscription to the Canadian Chartered Accountant 

SECTION 3. Any member shall cease to be such and _ shall 
cease to exercise any of the privileges of membership if he allows 
his subscription, fees or dues of any kind to fall in arrears for the 
period of three months from date of maturity, and it shall be the 
duty of the Secretary to notify in writing. by registered letter to 
his last known address, any member who may be in arrears. at 
least one month before the expiration of the said three months, 
what his arrears are, and at the same time to call his attention to 
this By-Law. 

SECTION 4. No member shall be eligible for office, or be 
entitled to vote,-until his entrance fee and all other fees or dues of 
any kind have been. paid. 

3.—UNPROFESSIONAL CONDUCT. 

SECTION 1. Unprofessional conduct is and shall be defined 
as follows : 

(a) Soliciting business in writing or in any other manner by 
members from clients of other members of the Institute ; 

(b) Submitting tenders upon the request of any person 
firm, corporation or municipal body in which any work is agreed 
to be undertaken at fees which are knowm to be below the Tariff 
of Fees of the Institute. 

(c) Accepting any work at a lower fee than that charged by 
any other member who has been doing such works for the purpose 
of securing the audit ; 

{d) Making any statement in writing or otherwise to any 
client of any other member of the Institute whick may be construed 
as casting a reflection on the character, reputation or the ability of 
such member, or in any way leading such client to believe that any 
member is inferior in ability to any other member for the purpose of 
furthering the interests of any member or firm composed of members 
of the Institute ; 
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(c) To advertise in any manner anything which is untrue 
for the purpose of attracting business or for the purpose of lead- 
ing the public to believe that any member or firm composed of 
members is superior in ability and has better facilities for doing 
the work incidental to the profession than any other member or 
firm composed of members. 

(f) In any other way injurying the standing of the Insti- 
tute as a body or any one of its members by any act or speech; 

(g) Being convicted of any indictable offence. 

SECTION 2. Any member against whom charges of un- 
professional conduct shall be brought, shall be tried before the 
Council and on proof shall be liable to suspension or expulsion. 

SECTION 3. No member shall be’ put om trial unless 
charges in writing duly specifying his alleged offence shall first 
be submitted to the Council, and a copy of the same shall be for- 
warded to the accused by the Secretary forthwith. 
SECTION 4. The Council shall, with as little delay as possible, 

_ summon the parties and examine and determine the matter in question 
according to the evidence given, but the accused or the party ac- 
cusing shall have the right to appeal to the Institute from the 
decision of the Council within one month of the date of the Sec- 
retary’s notification to him in writing of the Council’s decision 
and the Council upon receipt of a notice of appeal in writing shall 
cause a special meeting of the Institute to be called within 
twenty-one days of receiving such notice, providing that no reg- 
ular meetng shall be held within that time; and at such meeting 
the Council shall lay before the Institute the evidence taken, and 
the decision of the Council shall be reversed only by a two-thirds 
vote of the members present entitled to vote. 

SECTION 5. If no appeal is: made, the decision of the 
Council shall suspend or expel a member. The decision of the 
Council, or if appealed from of the Institute, shall be final and 
conclusive as to the interpretation of the By-Laws of the Institute, 
and as to action taken with reference to any members so suspend- 
ed or expelled. 

SECTION 6. Members of the Institute holding the Degree 
in Accounting who under Section 3 of this By-Law lave been found 
guilty of unprofessional conduct, may on the recommendation of 
the Institute be deprived by the Senate of the University of all 
certificates and diplomas conferred by them. Should the Senate 
of the University decline to adopt the recommendation of the In- 
stitute an appeal may be made by the Institute to the Chief Jus- 
tice or a Justice of the Court of King’s Bench, nominated by him. 

SECTION 7. In the event of the suspension or expulsion of 
a member, the Council shall be at liberty to cause notice thereof 
to be published in such newspapers or journals as they may elect. 

SECTION 8. In the event of the suspension or expulsion of 
a member, every certificate of membership then held by him shall 
be delivered up by him to the Council, to be retained during his 
suspension, or in the case of explusion, to be cancelled. 

4.— ELECTIONS. 

SECTION 1. All elections shall be by ballot, but when only 
one member is proposed for office. then the presiding officer shall 
declare him duly elected. 
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SECTION 2. The Institute shall elect annually a Council of 

seven members. All members in good standing shall be eligible for 

election thereto. Immediately after election of the Council the 

members elected shall meet and elect from among their number a 
President, Vice President, Secretary Treasurer, and a representa- 

tive on the Dominion Council, such representative to be elected for 

two years. t 

SECTION 38. Vacancies which may occur in the Council by 
death or otherwise, between two annual meetings, may be filled by 
the Council. 

SECTION 4. The Institute shall annually elect an Auditor. 

5.—DUTIES OF OFFICERS AND COUNCIL. 

SECTION 1. The duty of President shall be to preside and to 
preserve order at all meetings of the Institute and Council, and in 
his absense the Vice President shall exercise the office of Presi- 
dent. In the absence of President and Vice President, a Chairman 
who for the time being shall be invested with the powers of Presi- 
dent shall be elected by a majority of those entitled to vote and 
and voting. The President shall put all motions to the meeting 
and shall declare same carried or not, as the case may be. He shall 
have the right of voting as if not in the chair and if there is any 
equality of votes he shall declare the motion lost. All cheques shall 
be countersigned by the President. or Vice President in the ab- 
sence of the President. 

SECTION 2. The Secretary Treasurer shall conduct the cor- 
rd@spondence of the Institute and the Council, notifying members 
of the Institute and the Council of all meetings, record the proceedings 
thereof in a Minute book, keep a register of the members and 
those to whom certificates have been granted, with their addresses, 
see that the applications for admission and the recommendations 
accompanying the same are in the form prescribed, that all re- 
quired notices are sent to the membens of the Institute and of the 
Council. He shall also have charge of the seal of the Institute and 
shall only use it as the Council may direct. 

SECTION 3. He shall receive all entrance fees from the Uni- 
versity and collect all subscriptions and moneys accruing to the 
Institute and deposit the same in a Chartered Bank to be designat- 
ed by the Council; disburse and dispose of the same as the Council 
miay direct, draw and sign all cheques in the manner prescribed, 
keep correct accounts of all receipts, disbursements, and dispose 
of the funds in such mamner as the Council may determine from 
time to time and prepare the annual statements named in By-Law No. 
6, and generally perform such duties as appertain to the office of 
Treasurer. 

SECTION 4. The Council shall have power to apply the funds 
of the Association after payment of current expenditure in provid- 
ing rooms for the Institute and in furnishing the same and in 
furnishing a library and such other purposes as they may deem 
advantageous to the Institute or its objects. to determire what 
applications shall be submitted to the Institute for Ballot and to 
order special meetings of the Institute, ani generally do all things 
which they may consider in the interests of the Jastitute, subject, 
hewever, in al) things to the By-Laws for the time being in force. 
Four shall form a quorum and in all cases a majority vote of those 
present shall rule. 
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6.—AUDIT. 

SECTION 1. The Treasurer shall, fourteen days prior to the 
Avnual Meeting, deliver to the Auditor of the Institute the Books 
of Accounts, together with all vouchers, receipts and other finan- 
cia’ documents necessary to enable him to make a_ satisfactory 
audit and report, and also Statement of Receipts and Disburse- 
ments, and Assets and Liabilities to the last day of March. He - 
shall examine the above and confirm the same or make a_ special 
report thereon, and such confirmation or report shall be read with 
the accounts at the Annual Meeting. 

7.—MEETINGS. 

SECTION 1. The Annual Meeting of the Imstitute shall be 
held once in each year at such time and place as the Council shall 
direct, of which at least ten days’ notice shall be given, for the 
election of the Council and an Auditor in accordance with By-Law 
No. 4, and for the transaction of general business and at such 
Annual Meetings ‘one third of the members resident in Saskat- 
chewan shall be a quorum. All notices to be given to the members 
of the Institute shall be deemed to have been given if mailed pre- 
paid at the post office, addressed to the member at the address 
given by him to the Institute, and if no address shall have been 
given, then the member’s address shall be deemed “City,” and 
such notice shall be addressed to the member at that place and a 
certificate under the hand of the Secretary shall be conclusive 
evidence of the mailing of such notice. 

SECTION 2. Spcecial meetings of the Institute’ shall be 
called upon receipt of a requisition to the President or Vice 
President signed by not less than three members, amd at such 
special meetings one third of the members resident in Saskat 
chewan shall be a quorum, and no other business except that 
specified in such requisition shall be brought before the meeting 
except with the unanimous consent of those present. 

SECTION 3. Meetings of the Institute may de adjourned 
from time to time by majority of those present entitled to vote 
and voting. If within half an hour of the time appointed for the 
meeting a quorum is not present, the meeting if convened upon 
the requisition of members shall be aissolved. In any case it shall 
stand adjourned to the same day in the next week, at the same 
hour and place; and if at such adjourned meeting a quorum is not 
present, those members who are present shall. proceed to the 
business for which the meeting was called, to the same effect as 
if a quorum was present. At least seven days’ notice must be 
given of all special meetings. 

SECTION 4. At any meeting of the Institute two members 
may demand that the voting upon any question before the meet- 
ing shall be by ballot, and the President, shall thereupon appoint 
two scrutineers for the purpose of taking the vote 

SECTION 5. At every meeting of the Institute every 
member in good standing shall have a vote. 

8.—COUNCIL MEETINGS. 

SECTION 1. The Council shall meet at such time and place 
as the majority may decide or on the call of the President or 
Presiding Officer for the time being. Members of the Council 
non-resident in the place at which any meeting is held shall be paid 
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by the Institute their transportation expenses going to and 
returning from said meetings, in addition to reasonable hotel 
expenses. Four shall form a quorum. 

9.—PROCEDURE AT MEETINGS. 

SECTION 1. The order of procedure at meetings shall be as 
follows : 

(a) The Council— 
Reading, correcting and adopting minutes. 

Reading and considering correspondence. 

Reading and considering reports of committees. 
Reading and considering applications for membership. 

Passing Accounts. 

. General business. 

b) The Institute— 
Reading, correcting and adopting minutes, 

Reading and considering correspondence. 
Reading and considering reports of committees. 

Amendment to By-Laws. 

Elections. 

. General Business, which shall consist of business brought 
forward by the Council, or member. 

SECTION 2. The procedure at all meeting shall be governed 
by the rules laid down in Bourinot’s manual, except as the by-laws 
of the Institute otherwise provide. 

10.—PAPERS AT MEETINGS. 

ell mat A 

SAP WON EIS 

SECTION 1. Questions for decision and the subject of 
written papers on appropriate themes to be read at any meeting 
must be approved by the Council. “Questions” and “Themes” 
having such approval shall in all cases have precedence. 

SECTION 2. The _ introduction of political or religious 
subjects or their discussion shall not be allowed at any meeting of 
the Institute or Council] ‘ 

11.—EXAMINATIONS. 

SECTION 1. The University with the consent of the 
Council shall from time to time make such rules and regulations 
with regard to examinations and the holding of the same as they 
may deem advisable 

SECTION 2. The University shall conduct the examination 
required for the admission to the Institute by means of an 
Examining Board of at least six members and such additional 
members as the University deems necessary. The majority of the 
members of the Board shall be chosen from the membership of the 
Institute by the Univensity. 

8. The University Board of Examiners in Accounting shall 
give notice of all regulations governing examinations as agreed 
upon, in the Calendar of the School of Accounting and shall after 
the annual examinations have been completed, notify the Secretary 
of the Institute in writing of :— 
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a The names amd addresses of all candidates who have 

passed the final examination and are therefor eligible to be voted 
on as members of the Institute. 

b The names and addresses of all candidates who have passed 

the intermediate primary and bookkeepers examinations. 

12.—PARTNERSHIP. 

Members practising in partnership with persons who are not 
ed Accountant shall not permit the partnership or firm 

to be described as “Chartered Accountants.” Any person named 
in connection with such partnership or firm by advertisement or 
otherwise shall be deemed a partner for the purpose of this 
By-Law. 

13.—BRANCH OFFICES. 

Any office within the Province of Saskatchewan purporting to be 
the branch office of a Chartered Accountant or firm of Chartered 
Accountants shall be in the direct charge of a member af this 
Institute who is resident in the place where such office is situate. 

14.—_SALARIES AND FEES. 

The Secretary Treasurer shall receive such remuneration as 
the Council shall from time to time determine. 

15.—_OFFICIAL DOCUMENTS. 

All Diplomas, certificates and other official documents shall 
be signed by the President, Vice President and the Secretary and 
attached by the Seal of the Institute. Diplomas shall in addition 
be signed by the President of the University of Saskatchewan 

16.—FELLOWSHIPS. 

SECTION 1.—The Institute shall elect a committee of three 
fellows of the Institute to carry out the provisions of this By-Law, 
one member to retire each year in order or seniority. Retiring 
members must be eligible for re-election. Amy vacancy in the 
Committee due to retirement or death shall be filled by the Council 
for the unexpired portion of the retiring member’s term. 

SECTION 2. The Committee on Fellowships shall each year 
recommend to the Institute who, in their opinion should be elected 
Fellows of the Institute, such recommendation to be based solely on 
conspicuous service to the Institute, outstanding ability in connect- 
tion with the profession or exceptional services to the Profession. 

SECTION 8. Members of the Institute who are resident in 
the Province of Saskatchewan and non-resident members providing 
the- consent of the Institute of the Province in which such 
member resides has been obtained, who have been members of the 
Institute for at least five years and are thirty years of age or over 
shall be eligible to become Fellows of the Institute under this By-Law. 

SECTION 4. The names recommended by the Committee on 

Fellowships shall be voted on by the Institute in Annual Meetng, 
ree elections to be by ballot and a majority of all votes cast shall 
elect. 
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17,—_COMMITTEES. 

The Council may from time to time appoint Committees for the 

purpose of faciliating business. The President and Secretary 

Treasurer shall be ex officio members of al] Committees. 

5 18.—ALTERATIONS OF BL-LAWS. 

SECTION 1. The By-Laws for the time being in force may be 

repealed, altered or added to from time to time by the Council of the 

Institute, but such repeal, alteration or addition shall have force only 

until the next Annual or General Meeting of the Institute, when, if not 

then confirmed, they shall cease and have no effect from that date 

only, but amy By-Law may be suspended for the time being at any 

meeting by a two thirds vote of those present entitled to vote. 

SECTION 2. Any member may give notice in Annual Meeting 

that he will at the next Annual Meeting bring forward a motion to 

amend or repeal any By-Law or By-Laws, or notice may be given by 

leaving a copy of the proposed resolution at the office of the Secretary- 

Treasurer not later than March 15th of the year in which the Annual 
Meeting is held. 

SECTION 3.—The Forms set forth in the schedule to these 
By-Laws shall be used in cases to which they are applicable, with 
such alterations, if any, as the Council may from time to time 
determine ; and all notes and directions thereon shall be deemed part 
of the forms and be observed accordingly. 

SECTION 4. In the event of any dispute as to the intent or 
meaning of any of these By-Laws or of any By-Law which may here- 
after be made, the interpretation by the Council shall be final and 
conclusive. 

19.— SEAL. 

The Seal impressed on these By-Laws shall be the Seal of the 
Institute. 
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THE INSTITUTE OF CHARTERED ACCOUNTANTS OF 

ALBERTA. 

BILL, 

No 52 of 1910 (Second Session.) 

An Act to Incorporate “The Institute of Chartered Accountants of 

Alberta.” 

(Assented to December 16, 1910). 

HEREAS the persons hereinafter named have, by their 

W petition, prayed that it may be enacted as hereinafter set 

forth, and it is expedient to grant the prayer of the saic 

ition ; ; 
ai Therefore His Majesty, by and with the advice and consent of 

the Legislative Assembly of the Province of Alberta, enacts as 

follows : 

1. John B. Watson of the Dominion Aissociation of Chartered 

Accountants ; J. B. Sutherland of the Institute of Accountants and 

Actuaries in Glasgow, Arthur H. Edwards of the Institute of 

Chartered Accountants of Ontario, all of the City of Calgary; G. 

Percy Blythe of the Dominion Association of Chartered 

Accountants ; Cecil E. Race of the Chartered Accountants Associa- 

tion of Manitoba; Hugh C. Anderson of the Institute of Chartered 

Accountants of Ontario; Harry Warren Baldwin of the Dominion 
Association of Chartered Accountants, and Charles L. Richardson of 
the Transvaal Society of Accountants Incorporated, and Charles M. 
Lang of the Institute of Accountants and Actuaries in Glasgow, ali 
of the City of Edmonton, and W. D. Wing of the Institute of 
Chartered Accountants in England and Wales, of the City of 
Lethbridge; and A. N. Mouat of the Chartered Accountants 
Association of Manitoba, of Pincher Creek, qualified chartered 
accountants. and all other persons who, may from time to time be 
admitted to membership of the corporation, are hereby constituted a 
pody politic and corporate by the name of “The Institute of 
Chartered Accountants of Alberta,’ hereinafter called “the 
Institute.” 

2. The objects and powers of the Institute shall be to promote 
and increase by all lawful means, the knowledge, skiil and proficiency 
of its members in all things relating to the business or profession of 
an accountant, and to that end to establish classes, lectures, and 
examinations, and prescribe such tests of competency, fitness and 
moral character as may be thought expedient to qualify for admission 
to membership. 

: Any person residing within the Province at the date of the 
passing of this Act who is a member of any recognized Institute of 
Accountants and Actuaries or of any association of Chartered 
Accountants of the United Kingdom of Great Britain and Ireland or 
of any Province of the Dominion of Canada shall be entitied to be- 
come a member of the Institute upon making application to the 
Secretary thereof within six months of the date of the passing of 
this Act. 

3. The head office of the Institute shall be in the Province of 
Alberta at the office of the secretary for the time being, or until such 
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time as the Institute shall in general meeting decide upon the 

permanent location of the head office. 

4. An annual meeting shall be held for the election of the 
counncil of the Institute and for such other business as may be 
brought before such meeting, at such time and place, and under such 
regulations and notices as by the by-laws of the Institute shall be 
determined ; and in default of such election being held at the proper 
time, the existing council shall continue to act until their successors 
shall be duly appointed. ° 4 

5. The affairs and business of the Institute shall be managed by 
a council consisting of not less than six and not more than twenty- 
one members, to be constituted in such manner as hereinafter provided, 
and the following persons shall constitute the first council, viz : John 
B. Watson, J. B. Sutherland, Arthur H. Edwards, G. Perey Blythe, 
Cecil E. Race and W. D. Wing. 

(2) Nominations of candidates for election to the council must be 
in writing, signed by two members of the Institute, and must be 
lodged with the secretary at least fourteen days before the date of the 
annual meeting. 

(3) A voting paper containing the names _ alphabetically 
arranged, of the persons nominated for election to the council, shall be 
sent by mail to each member in good standing at least ten days 
before the date of the annual meeting, and the council shall be elected 
by means of such voting papers, whether the members voting be 
present at or absent from the annual meeting. 

(4) All vacancies which may occur in the council, by death or 
otherwise, in the interval between two annual meetings, may be filled 
by the council. 

6. The council shall elect from among its number a president, 
two vice-presidents, a secretary and atreasurer (the same person 
being eliglble for both the last mentioned offices), and such other 
officers as may be provided by the by-laws. 

7. The objects and powers of the association shall be carried out 
and exercised under by-laws and resolutions passed by the council ; 
but every such by-law, unless in the meantime confirmed at a general 
meeting of the Institute called for the purpose of considering the 
Bame, shall have force only until the next annual meeting, and in 
default of confirmation thereat shall cease to have force; provided 
always, that any by-law passed by the council may be repealed, 
amended, varied or otherwise dealt with by the Institute, at any annual 
general meeting, or at a special meeting called for the purpose. 

8. The council shall have authority from time to time to prescribe 
a curriculum of studies to be pursued by the students, to determine 
the fitness and moral character of persons applying to be examined, to 
prescribe the subjects upon which candidates for certificates of 
competency shall be examined, to fix standards of skill and 
competency, to establish a scale of fees to be paid by persons applying 
for examination, to appoint examiners, define their duties and fix 
their remuneration, and to make such rules and regulations (not 
contrary to the provisions of this Act or the by-laws of the Institute) 
in respect to examinations as may be expedient. 

9. The council shall prescribe the conditions upon which persons 
who have passed the examinations of other corporate bodies having 
the same or similar objects may be admitted as members of the 
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Institute, and these conditions shall be reasonable, and subject to 

amendment from time to time, and to change by order of the 

Lieutenant Governor in Council. 

10. The Institute may establish lectures and classes of students 
in accounts, and may, subject to the approval ofthe Lieutenant 
Governor in Council, make arrangements with any university or 
college in Alberta for the attendance of students in accounts at such 
lectures or classes in any such university or college as may come 
within the course of subjects prescribed by the rules, by-laws and 
regulations of the Institute, and may, subject as aforesaid, agree with 
any such university or college for the use of any library or museum 
or property belonging to or under the control of such university or 
college, and may affiliate with any such university or college, and may 
enter into all arrangements necessary for such end, upon such terms 
as may be agreed upon. 

11. The council may adopt a tariff of fees which may be 
demanded by members of the Institute and may amend the same, and 
upon the approval thereof by a two-thirds majority of the members, 
the Lieutenant Governor in Council may direct that the said tariff 
shall be recoverable in law by a member of the Institute in any court 
of competent jurisdiction. 

12. The Institute may take, purchase and hold any personal 
property, lands, buildings and hereditaments, for the purpose of the 
association, and may dispose thereof, but so that the Institute shall 
apply all its profits, if any, or other income in promoting its objects, 
and shall not at any time pay any dividend to its members. The 
provisions of this section shall not prevent the remuneration of 
members of the council or officers of the Institute for services 
rendered, out of any surplus remaining after the ordinary expenses of 
the Institute have been met. 

13. The membership of the Institute shall consist of two classes, 
namely : Fellows and Associates. Every member of the Institute 
shall have the right during the continuance of his membership to use 
the designation “Chartered Accountant” and may use after his name 
in the case of a Fellow the initials “F.C.A.,” signifying ‘Fellow of 
the Chartered Accountants,” and in the case of an Associate the 
initials “A.C.A.,” signifying “Associate of the Chartered Accountants.” 

14. Persons who shall have rendered conspicuous services to 
the Institute either in the advancement of its educational objects or 
its general welfare, or by material contribution to the library or 
other funds of the Institute, may by unanimous vote of 
the members present at any meeting of the members 
be elected to honorary membership of the Institute. Honorary 
membership shall not confer upon any person elected thereto the right 
to use the designation “Chartered Accountant,” or to be elected to the 
council or to vote. 

15. No person shall be entitled to take or use the designation 
of “Chartered Accountant,’ or the initials “F.C.A.,” “A.C.A.,” or 
“C. A.” either alone or in combination with other words, or any 
name, title or description implying that he is a chartered occountant, 
or any name, title, initials or description implying that heis a 
certified accountant or an incorporattd accountant, unless he is a 

member of the Institute in good standing and registered as such. Any 
person using a name, title, initials or description contrary to the 
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provisions of this section shall be liable on summary conviction to a 

fine not exceeding $50.00 for each offence. 

16. (a) The council shall cause to be kept by the secretary or 

other officers, a book or register, in which shall be entered in 

alphabetical order the names of all members in good standing; and 

the members only whose names are inscribed in the book or register 

aforesaid shall be deemed entitled to the privilege of membership in 

the Institute ; and such book or register shall at all times be subject 

to inspection by any person free of charge. 

(b) Such register, or a copy of the same duly certified by the 

secretary or registrar, shall be prima facie evidence in all courts 

and before all persons that the persons therein specified are 

members of the Institute in good standing and the absence of the 

name of any person from such book shall be prima facie evidence 

that such person is not a member of the Institute. 

17. The Institute may by by-law provide for the suspension or 

expulsion, on complaint and after due inquiry, of any member for 

misconduct or for violation of the rules or by-laws of the Institute. 

18. Nothing in this Act shall affect or interfere with the right — 

of any person not a member of the Institute to practice as an 

accountant in the Province of Alberta, nor with the right of any 

person not residing or having an office within this province, to use 

any designation as accountant. 

19. The Lieutenant Governor in Council may at any time order 

that any or all of the powers contained in sections 8 or 9 of 

this act be transferred to the University of Alberta, and from and 

after the passing of such order in council the powers so transferred 
shall cease to be vested in the Institute but shall become vested and 

devolve upon the said university. 
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THE INSTITUTE OF CHARTERED ACCOUNTANTS OF 

ALBERTA. 

BY-LAWS. 

MEMBERSHIP. 

1. Admission to membership of those who have qualified by 
examination of this Institute shall be by a vote of the members of 
the Council, there being not less than four members present and 
voting. The Council may, in their discretion, decline to admit any 
applicant to membership, for reasons which may appear to them 
good and sufficient, or for want of satisfactory information. The 
Council shall also have the power to admit to membership in this 
Institute, applicants who have qualified for membership in ot! 
corporate bodies having the same or similar objects, and whose 
standard of admission is considered by the Council to be equivalent 
to that of this Institute. 

2. Any member may tender his Haas SS which must be in 
writing, but the same shall not take effect unless or until all 
arrears of fees have been paid. 

8. Any member whose fees are not paid within three calendar 
monthis after the date when fees for the next year following have 
become due and payable, may be deemed to have thereby terminated 
his membership, and the Council may direct that his name be 
removed from the list of members. Such person may be re- 
admitted by the Council upon such terms as they shall approve. 

4. Persons who shall have rendered conspicuous service to the 
Institute, either in the advancement of its educational objects or 
its general welfare or by material contributions to the library or 
other funds of the Institute, may by the unanimous vote of the 
members present at any meeting of the members, be elected to 
Honorary Membership in the Institute. 

5. Honorary membership shall not confer upon any person 
elected thereto the right to be styled a “Fellow” or an “Associate” 
or a “Chartered Accountant” or to be elected to the.Council or to 
vote. 

6.. Chartered Accountants practising in partnership with 
persons who are not Chartered Acccuntants shall not use after the 
title of the firm the imtials “C.A.,” “A.C.A.,” or “F.C.A.,” nor 
describe the partnership or firm as “Chartered Accountants.” Any 
person named in connection with a firm by advertisement or 
pring 0 shall be deemed a partner for the purpose of this By- 

aw. 

7. No member shall engage in any business, profession or 
employment, or adopt any forin of advertising or procuring 
business which, in the opinion of the Council, is objectionable in a 
member of this Institute. 

Council. 

8. The Council shall consist of seven members of whom not 
less than two thirds shall be practicing public accountants. 

9. Nominations of candidates for election to the Council must 
be in writing, signed by two members of the Institute, and must 
be lodged with the Secretary at least fourteen days before the date 
of the annual meeting. 
} 
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10. A voting paper containing the names, eile 
arranged, of the persons nominated for election to the Council, shall 
be sent by mail to each member in good standing at least ten days 
before the date of the annual meeting, and the Council shall be 
elected by means of such voting papers, whether the members voting 
be present at, or absent from the annual meeting. 

11. The Council shall have power to apply the funds of the 
Institute, after payment of current expenses, in providing rooms 
for the Institute and furnishing the same, and in the purchase of 
books and literature pertaining to the profession. 

Officers. 

12. At the annual meeting in each year, one member of the 
Institute, not a member of the council, shall be elected Auditor for 
the ensuing year. 

13. The Auditor shall examine all books of account, vouchers, 
balance sheets and other financial documents and report thereon to 
the Council at their meeting preceding the annual meeting. 

14. Immediately after the election of the Council, the members 
elected shall meet and elect a President, First and Second Vice- 
Presidents and a Secretary-Treasurer, from among their number. 

The Council may appoint a Librarian, and such officer shall have his 
term of office, duties and remuneration defined from time to time 
by a resolution of the Council. 

15. Vacancies which may occur in the offices of the Institute, 
by death or otherwise, between two annual meetings, may be filled 
by the Council. ; 

16. The President shall preside and preserve order at all 
meetings of the Institute and Council. In his absence a Vice- 
President shall exercise the office of President. In the absence of the 
President and both Vice-Presidents, a Chairman shall be elected by a 
majority of those present entitled to vote and voting. 

17. The Secretary-Treasurer shall conduct the correspondence, 
notify members of the Institute and Council of all meetings to be 
held, record proceedings thereat, keep a register of the Fellows and 
Associates with their addresses, see that the applications for 
admission and the recommendations accompanying the same are in 
the form prescribed, make the necessary investigations in respect 
thereto, send all required notices to the members of the Institute 
and of the Council, and generally perform such other duties as 
appertain to the office of a Secretary, and shall receive the fees, 
subscriptions and moneys accruing to the Institute, dispose of the 
same as the Council may direct, draw and sign all chegues, keep 
correct accounts, prepare a statement of receipts and payments for 
the year ending April 30th, and balance sheet'at that dats, an’, 
generally perform such other duties as aprpertain to the office of 
Secretary-Treasurer, or as the council may direct. 

18. All cheques shall be countersigned by the President ora 
Vice-President ; and all diplomas and certificates shall be signed by 
the President (or in his absence by a Vice President), and by the 
Secretary-Treasurer and attested by the Seal of the Institute. 

Committees. 

19. The Council may from time to time appoint Committees 
for the purpose of facilitating business. The President, Vice- 
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President etary- Le 
all Cofimifiiees ie) y-Treasurer shall be ex-officio members of 

Meetings. 

20. The annual meeting of the Institute sh ] 
; 

all b time aind place as the Council shall from time to time fa har hr least one week’s notice shall be given of the annual meeting. 
21. Meetings of the Imstitute for the transaction of ; 

eneral business, the reading of papers and the discussion of Ptcchat ie vot interest to the profession, may be held whenever the Council shall one “So ache At least one week’s notice shall be given of such 

22. Special meetings of the Institute shall be called by the 
President after the receipt of a requisition signed by not less than 
five members. At least one week’s notice specifying the special 
business to be brought forward shall be given of such meetings, 

23. Meetings of the Institute may be adjourned from time to 
time by resolution of a majority of the members present; but no 
business shall be transacted at any adjourned meeting other than the 
business left unfinished at the meeting from which the adjournment 
took place. 

24. Meetings of the Council shall be held at such times and 
places as the Council shall determine. 

25. The introduction or discussion of political or religious 
subjects shall not be permitted at any meeting. 

, 26. Five shall constitute a quorum for the transaction of 
business at all meetings of the Institute, four at all meetings of the 
Council and a majority at all meetings of Committees. 

27. The proceedings at all meetings shall be governed by the 
rules laid down in Bourinot’s Manual, except as the By-laws of the 
Institute otherwise provide. 

28. At any meeting of the Institute two members may demand 
that the voting upon any question before the meeting shall be by 
ballot, and the President shall thereupon appoint two Scrutineers 
for the purpose of taking the vote. 

29. At every meeting of the Institute every member in good 
standing shall have a vote. 

Examinations and Articled Clerks. 
30. There shall be three examinations for admission to 

membership in the Institute, namely, the Primary, the Intermediate 
and the Final. 

31. Any person not under seventeen years of age desirious of 
becoming a member of the Institute and not otherwise qualified by 
membership in a registered Society as hereinafter provided for, 
shall enter into articles of clerkship with a practicing member of 
the Institute of Chartered Accountants of Alberta resident in 
Alberta. Except in the cases hereinafter provided for, the term of 
articles shall be four years. Articles must be registered with the 
Institute within six months of the date thereof, the fee for 
registration being $10.00. The Council shall have power to refuse to 
register any Articles end also to cancel Articles. If the member 
with whom Articles shall have been entered into ceases for any 
reacon to be a member of the Institute the Articles may be 
transferred to another practising member of the Institute resident in 

115 



THE CANADIAN CHARTERED ACCOUNTANT 

Alberta. Articles may also be assigned but any transfer or assign- 

ment shall be registered within six months from the date thereof. 

Registration of Articles or of the transfer or assignment thereof 
may be made after six months from the date thereof with the 
approval of the Council. 

32. Every person about to become an Articled Clerk shall, 
before he is articled, or within one year thereafter pass the Primary 
Examination, In the event of any articled clerk failing to pass the 
Primary Examination within one year of the date when he shall 
have been articled his term of articles shall be deemed to have 
commenced one year previous to the last day of the Primary 
examinations at which he passes. 

33. The Primary examination shall be the matriculation exami- 
nation of the University of Alberta in the Faculty of Arts and 
Sciences, or such test as ohall be considered equivalent thereto by 
the Senate of the University. ; 

34. The term of Articles may be less than four years (a) in 
the case of a graduate of a University of recognized standing in 
which case the term shall be three years, (b) in the case of a person 
who has served with a member of a Registered Society, in which 
case the time so served up to but not exceeding three years shall be 
deducted from the term to be served in Alberta provided the Council 
is satisfied that the clerk’s conduct was satisfactory during such 
previous service, (c) in the case of a person of known standing as a 
public accountant, as hereinafter provided. 

35. The Intermediate and Final examinations of the Institute 
shall be conducted in each year by a Board of Examiners appointed 
for that purpose by the Senate of the University of Alberta on the 
joint nomination of the President of the University and the Council 
of the Institute, and acting under the terms of the agreement 
between the University and the Institute in that behalf, Applications 
for the Intermediate and Final examinations must be made on the 
regulation forms, accompanied by the prescribed fees, at least 
thirty days before the date set for any examination, to the 
Secretary of the Institute who shall, within seven days after the 
closing date for receiving applications, submit them to a meeting of 
the Counil duly called for that purpose. 

36. Every articled Clerk shall, after the commencement of the 
scoond year and before the completion of the fourth year of his 
Articles, submit to be examined in the Intermediate examination. 

87 The Council may by resolutian provide (that any applicant 
of known standing as a Public Accountant, who shall satisfy the 
Council that he has been continuously in practice for at least three 
years prior to the date of his application, shall be exempted from 
the Intermediate examination and the whole or part of service under 
articles, or) that any person residing and being employed within the 
Province, who has passed the Intermediate examination of any 
Registerel Society, shall be entitled to like exemption. 

38. Any articled clerk not under twenty-one years of age who 
has passed the Intermediate examination at least one year 
previously, or been exempted therefrom, whose term of articles has 
expired, his articles discharged and the discharge duly intimated to 
the Secretary of the Institute, may apply to the Council to be 
examined in the Final examination. Provided that any clerk whose 
articles will expire within the Calendar year shall be permitted te 
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sit for such examination but shall not be admitted to membership ip 

the Institute until completion of his articles. 

39. The Council may decline to submit to the Board of 

Examiners the name of any applicant whom they consider unfit to 

be admitted to the examination for which he has applied. 

40. At least three weeks before the date set for these 

examinations the Secretary of the Institute shall transmit to the 

Registrar of the University, for the purpose of these examinations. 

the names of all proper applicants accompanied by their prescribed 

fees. 

41. Any incorporated Institute or Society which shall satisfy 

the Council that its standard of examination and conditions of 

membership, conform to the standard of examination and conditions 

of membership of this Institute, shall be entitled to be registered 

accordingly, and shall be designated a “Registered Society.” 

42. Any person who has passed the Final examination of 2 

registered society and is a member in good standing of such society 
shall be entitled to become an Associate member of the Institute 

without further examination, if such person resides, ov the firm of 

which he is a member practices, within the Province. 
43. The Council shall make further rules and regulations with 

respect to the Final examinations as may from tim2 to time seem 
expedient or necessary and such rules and regulations for the time 

being shall be read with and form part of this By-Law and _ shall be 

published in the Annual Bulletin of the Institute. 

Associates 

44. Any firm of Chartered Accountants whose Head Office is 
outside the Province of Alberta, but who maintain an office and 
practice within the Province, shall be entitled to take and use the 
designation “Chartered Accountants,” and to practice as such, but 
only if at least one member of such firm and the manager thereof 
for Alberta are members of the Institute and at least one of such 
members or said Manager permanently resides in Alberta ; provided, 
that if the said member or Manager of such firm who is a member of 
the Institute of Chartered Accountants of Alberta should die or 
resign from such firm, the said firm shall be entitled to continue the 
use of such designation, provided that another member or Manager 
of such firm becomes a member of the said Institute within six 
months of the death or resignation of such member. 

Fellows. 

45. Any Associate in good standing who has been in practice 
continuously for the term of five years as a Chartered Accountant 
and has rendered conspicuous service to the Institute, may by a vote 
of the Council, be admitted a Fellow, provided, however, that no 
Associate shall be so admitted who is under thirty years of age. 

46. Any Associate in good standing who is not in practice, or 
who has not been in practice continuously for the term of years 
applicable to his case, may by a vote of the Council, confirmed by a 
two-thirds vote of the Fellows, be admitted a fellow. 
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? 

: Fees. 
47. Every candidate whom the Council shall refer for 

examination shall, before such examination takes place, pay the 
following fees : 

For the Intermediate examination .............. $20.00 
For the Final examination ...............e2ee0> 25.00 
For Supplementals, per paper .......... Kesess 10.00 
For exemptions (except in the cases of equivalent 

Contidinbed iss tise ds A eds ees bes 

48. Every person who shall be elected an Associate shall 
thereupon pay a fee of Fifty Dollars ($50.00). 

Every Associate who shall be admitted a Fellow shall 
thereupon pay a fee of Fifty Dollars ($50.00). 

50. An annual membership fee of $20.00 for resident members 
and of $10.00 for non-resident members shall be due and payabl2 on 
the first day of May for the twelve months then ensuing. 

51, The Secretary-Treasurer and Auditors shall receive such 
remuneration as the Council shall from time to time determine. 

Trials and Penalties. 

52. Any member, or any aggrieved person, may prefer to the 
Council in writing, charges of default or misconduct on the part of a 
member or a student. If in the opinion of the Council, a formal 
investigation is required, a special meeting of the Council shall be 

_ held for that purpose, of which ten days’ notice shall be given to all 
concerned. If the charge . be sustained, the offender may be 
suspended or expelled or otherwise dealt with as the Council may 
deem expedient. . 

53. Upon it being made to appear subsequently that for want 
of sufficient information or other reasonable cause. the finding of 
the Council upon any charge of default or misconduct was unjust or 
inequitable, the Council may by resolution to that effect and subject 
to like restrictions, further investigate the charges and may 
thereupon confirm, modify or revoke their previous findings as 
shall seem just. 

54, Charges against a member or a student of an infraction of 
a By-Law may be investigated summarily at any meeting of the 
Council, of which the member or student charged shall be given one 
week’s notice. If the charges be sustained, the offender may be 
dealt with as the Council shall see fit. 

55. Notices under the three last preceding By-Laws, excepting 
notices to members of the Council, shall be served personally or sent 
by registered letter, as the Council shall direct. 

56. The Council shall not be bound to take notice of any article 
or communication which may appear in the public prints or which 
may be addressed to any member or other person individually or of 
any verbal statements, affecting the conduct of a member ora 
student. 

Miscellaneous. 

57. The forms set forth in the schedule to these By-Laws 
shall be used in cases to which they are applicable, with such 
alterations, if any, as the Council may from time to time determine ; 
and all notes and directions thereon shall be deemed part of the 
forms and be observed accordingly. 

58. - In the event of any dispute as to the intent or meaning of 
any of these By-Laws or of any By-Law which may hereafter be 
made, the interpretation by the Council shall be final and conclusive. 

59. All former By-Laws of this Institute are hereby repealed. 
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THE INSTITUTE OF CHARTERED ACCOUNTANTS’ OF 
ALBERTA. 

COUNCIL 1921-22. 

glade Desir arr any A ge I F. M. Harvey 
First Vice-President .............-.. M. C. McCannel 
Second Vice-President ................ J. H, Williams 

Fi; Oe, PAGE VGN les) timed tm vee nies v6 Calgary 
ESRI BERS ON GIR tr ae ae Edmonton 
Cee ee Ce Se has eee Rae aeetens Edmonton 
A, ee A BOM PHO 2. eae Secse os oss Calgary 
Red Ea, oh. PROUINOOR rare oes ho ae ks Edmonton 
Ses  WEMRMON 5 ans saat eh eat ones Calgary 
CER  WIEIAIOR. ks eee ea hle nei. cea s Calgary 

Secretary Treasurer : 

Cecil E. Race. 

Representatives on the Council of the Dominion Association of 

Chartered Accountants : 

Ed. D. C. Thompson. F. M. Harvey. 
Auditor : 

H. O. Patriquin. 

Institute Office : 

University of Alberta, Edmonton, Alberta. 

THE INSTITUTE OF CHARTERED ACCOUNTANTS OF 

ALBERTA. 

ALPHABETICAL LIST OF MEMBERS, JULY, 1921. 

Anderson, Hugh C., ..8703 112th St., Edmonton South 
Bagnall, G. BD Se 430 Lougheed Bldg., Calgary. 
Blythe, G. P. (Fellow)c-o Cuba Cane Sugar Corp., Habana, Cuba. 
Broad, &. Ji sii ees e. c- i sein hy Mitchell & Co., 79 Wall St., New 

ork. 
Bowman, Kenneth ...30 Jackson Bldg., Edmonton. , 
Breads Sid. eae c-oMarwick, Mitchell & Co., 79 Wall St., 

New York. 
Butler, Bo Bax e-o Burroughs Adding Machine Co., Detroit, 

Cameron, Alexander .Lancaster Bldg., Calgary. 
tt ns. vagy + Reale ime ak 1715 14th Ave. W., Calgary. 
Colling,; 9... . 0.85.38 e-o J. B. Watson, Box 308, Calgary. 
Dalziel Peter, ....... P. O. Box 1653, Calgary. 
Denby, Edwin ....... Rm, 2 Bank of Toronto Bldg., Edmonton. 
Dewar, Douglas ..... c-o Marwick, Mitchell & Co., Winnipeg. 
Diamond, E., ........ 933 Banning St., Winnipeg. 
Dixon, Walter ....... Bank of Toronto Bldg., Edmonton. 
Dow, Weer Yeas. ere Blairforkie, Bridge of Allan, Scotland. f 
Downs, W. ae ee ae c-o Marwick, Mitchell & Co., Winnipeg. 
award: A. H. (Fellow), 705 London Bidg., Vancouver. 
Edwards. George ....10 Adelaide St. East, Toronto. 
FitzGerald, Arthur S., .22, Huron & Erie Bldg. Windsor. 
Forson, H. Geo y e-o Canada Permanent Mtge. Corp., Regina. 
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Gardner, R. W. ...... Lethbridge, Alberta. 
Gemmell, R. H. G. ...c-o Barrow, Wade, Guthrie & (Co,, 

Philadelphia. 
Gorse, Harold ....... 408 Tegler Bldg., Edmonton. 
Gould, W. W. ........ 614 Tegler Bldg., Edmonton. 
Gray, J. Train ...... c-o P. Burns & Co., Ltd., Calgary. 
Gregory, E. T. ....... P. O. Box 206, Windsor, Ontario. 

Harvey, Jno. ......... c-oMarwick, Mitchell & Co., Vancouver. 
Harvey, F. M......... 501 Lougheed Bldg., Calgary . 
Henderson, Jas. A. ...309 Tegler Bldg., Edmonton. 
Hill, T. Percy ........ c-o Price, Waterhouse & Co.. 145 St. James 

St.. Montreal. 
Hindsley, Norman ....c-o P. Burns & Co., Ltd., Calgary. 
Howard, H. E. ...... 430 Lougheed Bldg., Calgary. 
i Se: Sa 27 Canada Life Bldg., Calgary. 

i SM POO Sa a ee 287 Upper Santa Rosa Ave., Sausalito, 
California. ee 

Ireland, Wm. ......... 236 Eighth Ave. W., Calgary. 
sones, ‘Bazil... .....66 607 Tegler Bldg., Edmonton. 
Johnstone, W. S. ..... 431 Tegler Bldg., Edmonton. : 
OS 6s |. Fe c-o Department of Agriculture, Government 

Bldgs., Edmonton. ; 
Maxwell, G. A. ....... 736 W. 181st St., New York City. 
McCannel, D. A. ..... 217 Dominion Bank Bldg., Calgary 
McCannel, M.C...... 210 McLeod Blk., Edmonton. 
McNab, J. C. ........ 547 West 186th St., New York City. 
Mitchell, S. R. ....... e-o Marwick, Mitchell & Co., Calgary. 
Moss, Albert ........ 809 White Bldg., Seattle. 
Mouat, A. N. ....... Comptroller-General, Victoria, B. C. 
INST RABID S » sé aicioe a!) > 502 Brunswick Ave., Toronto. 
Nash, Hugh H...... 740 Tegler Block, Edmonton. 
Nicholl, John S. ...... 12 Belsize Road, London, N. W. 6, England. 
Norman, H. G. ...... e-o Parrish & Co. 1500 Walnut St., 

Philadelphia. 
Oliver, FP. M. 6303.5; 23 Becker Block, Medicine Hat. 
Paterson, R. J. R. ...P. O. Box 805, Lethbridge, Alta. 
Patriquin, H. O. ....431 Tegley Bldg., Edmonton. 
Race, Cecil E. ....... University of Alberta, Edmonton. 
Reed, Henry K. ....Canada Life Bldg., Calgary. 
Richardson, C. L. ...604-5 Agency Bldg., Edmonton. 
Richardson, Erie ..... 1003 Lancaster Bldg., Calgary. 
Robertson, D. Binny .501 Lougheed Bldg., Calgary. 
Robertson, Wm. ..... 9908 88th Avenue, Edmonton S. 
Sells, John F. C. ....c-o Price, Waterhouse & Co., Chicago, Ml. 
Stevens. A. L. ...... 216 Lancaster Blde., Calgary. 
Sterns, P. W. ...... 3 Albany Apts., Edmonton. 
Stuart. Geo. A. ..... e-o Scott & Stuart, Calgary 
Sutherland, Jas. B. .430 Lougheed Ride., Calgary. 
Svmes, H R. ...... e-o Marshall. Wells & Co., Duluth, Minn. 
Thomson, Ed.D. C. .408 Tegler Bldg., Edmonton 
Thompson, W. H. A. 815 Herald Blde.. Calgary. 
Thompson, J. C. ....501 Lougheed Bldg., Calgary. 
Walker, H. H....... Imverial Benk Bldg., Edmonton. 
Watson, J. B. ......P. 0. Box 208. Calgary 
Watson, J. W. ...... 1003 1st National Bank Bldg.. San Francisco 
Weaver, S. T. .... 482 Cypress St., Point Grey, B. C. 
Williams, J. H. ....: “55 Lourheed Bldg.. Calgary. 
Woodard, James ....481 Rathgar Ave., Winnipeg. 
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THE NEW BRUNSWICK INSTITUTE OF CHARTTRED 

ACCOUNTANTS. 

INCORPORATED 6 GEORGE V., 1916 CAP. LIII. 

Passed 29th April, 1916 

Be it Enacted By The Lieutenant-Governor and Legislative 

Assembly, As Follows : 

1. Paul F. Blanchet, Wilson A. Loudoun, Robert A. McIntyre 
and such other persons as may become associated with them, are 
hereby constituted a body corporate, under the name and style of 
“The New Brunswick Institute of Chartered Accountants.” 

2. The objects of the Institute shall be: 
(a) To establish a high standard of qualification and 

fitness for the profession of accountancy ; to provide a special 
organization for qualified accountants and auditors; and to do 
all such things as from time to time may become necessary to 
advance the interests and welfare of the profession of 
accountants and auditors. 

(b) To unite the members of the profession into one 
specific body ; to provide for a better definition and protection 
of the profession ; and to insure a supply of educated men of 
special scholarly and moral qualifications, and responsibility by 
a system of examination and the issue of certificates. 

(c) To promote and foster in commercial circles, a higher 
sense of the importance of systematic and correct accounting 
and modern business methods, and to encourage a close 
observance of all commercial laws as provided by statute for 
the regulation, conduct and governance of business transactions, 
particularly the Joint Stock Companies’ Act of New Brunswick ; 
to endeavor to bring about a greater degree of efficiency in 
those engaged in Bookkeeping. 

(d) To provide opportunities for intercourse amongst the 
members ; to give facilities for the reading of papers, and the 
delivery of lectures, and for the acquisition and dissemination of 
useful information connected with the profession, and to 
encourage improved methods in Book-Keeping. 
} (e) To watch over, promote and protect the mutual 
interests of the members. 

.. (f); To assist necessitous members and the widows and 
children, or other dependent kindred of deceased members; to 
act as treasurers and distributors of any benevolent fund, or 
funds, which may be contributed by members or others for 
these purposes or any of them. 

(g) To acquire, or purchase, or lease and to have, hold, 
and dispose of, subject to the provisions of any Act of incorpora- 
tion that may be obtained, any buildings to be used as an 
institute, college or lecture rooms, or any property real or 
ana for the advancement of the above objects or any of 
them. ~ 

(h) To do all such other lawful things asy!é incidental 
or conducive to the above objects or any of them : 
3. All members in good standing, of the Dominion Association 

of Chartered Accountants, or of any existing provincial incorporated 
institutes and associations, or of any chartered institutes or 
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associations of the British Empire, recognized by the Dominion 
Association of Chartered Accountants, who upon application shall be 
approved by the Council, shall be eligib!s for membership, also ail 
such candidates who shali have passed the exe:ainat.ons, tests and 
requirements provided by the council and examiners. 

4. The officers of the Institute shall consist of a president, 
vice-president, and _ secretary-treasurer, who shall be elected by 
ballot at each annual meeting of the Institute, but the ballot may be 
dispensed with and open voting substituted by the unanimous vote 
of the meeting. 

5. The affairs and business of the Institute, shall be managed 
by a council consisting of not less than three members of the 
Institute, to be constituted in such manner as shall be provided by 
by-law at the annual meeting of the Institute. 

6. The objects and powers of the Institute, shall be carried 
out and exercised under by-laws and regulations passed by the 
council, but such by-laws, unless in the meantime confirmed at a 
general meeting of the Institute called for the purpose of considering 
same, shall have force only until the next annual meeting and in 
default of confirmation thereat shall cease to have force; provided 
always that any by-law passed by the council may be _ repealed, 
amended, varied or otherwise dealt with by the Institute, at any 
annual general meeting or at a special general meeting called for 
the purpose. 

The council shall from time to time have power to make 
rules, regulations or by-laws respecting the followimg matters and 
which shall be subject to Section No. 6 as set forth above : 

(a) The powers and duties of officers of the Institute ; 
the use and management of the property of the Institute. 

(b) The fees payable to the Institute for examinations, 
entrance fees, annual subscriptions, and such matters, and upon 
euch occasions as the council may determine, and the amount 
and manner of payment of all such fees. 

(c) The meetings of the council; the meetings of the 
Institute, 

(d) The management and expenditure of all moneys 
belonging to the Institute. 

(e) The admission of accountants as members of the 
Institute. 

; (f) All matters relating to the discipline of members of 
the Institute. 

(g) The examination of applicants for membership, and 
upon the applicant successfully passing the examinations, the 
granting of a_ certificate as a member of the Institute, 
authorizing him to practice and be known as a_ Chartered 
Accountant. The examination to be upon the following 
subjects and such others as shall be established from time to 
time by the council, and examiners : 

Commercial Mathematics. 

Book-Keeping :—The design, classification and 
correct keeping of accounts. 

General Accounting :—The constructive, recording 
and analytical branches of accountancy. 
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: Auditing :—The _ detection of fraud in accounts, 
including errors of Commission, Omission and Principle. 
The varification of the entire records of an enterprise, and 
the setting forth of correct statements, showing true 
exhibits of its financial standing and operations. , 

Commercial Law :—Elements of Commercial Law of 
the Maritime Provinces, and the elements of General 
Commercial Law and Business Practice. 

(h) The appointment of examiners to conduct such 
examinations ; the standard to be established and attained 
thereat,! and all such matters relating to the conduct of such 
examinations, 

(i) The times and places for holding such examinations. 

(j) The publication of all rules, regulations and by-laws 
of the Institute. 

(k) The general management of the affairs of the 
Institute and all other purposes connected therewith. 

8. The Institute may take, acquire; purchase or lease, have, 
hold and dispose of any personal property, real estate, buildings, 
and hereditaments for the purpose of the Institute, to the value of 
ten thousand dollars, and may sell, mortgage or otherwise dispose 
of the same as it may deem fit. 

9. The corporation shall have power to make contracts for the 
purposes of the Institute, and to use for and collect all fees, 
subscriptions. dues and assessments, and all moneys of whatever 
kind that may become due to the corporation at any time after the 
passing of this Act. ; 

10. The corporation is hereby empowered to assess itself for 
any extraordinary expense, that may ‘be deemed necessary to 
further the interests of the Institute, at any meeting called for the 
purpose, by a two-thirds vote of the members present at such 
meeting. : 

11. No member of the corporation shall be liable in his estate 
or person for debts of the corporation, but all property of said 
corporation shall be liable for the debts of said corporation. 

12. True accounts shall be kept by the secretary-treasurer of 
the sums received and expended by the Institute, and the matter in 
respect of which such receipts and expenditures takes place, and 
of the property, credits and liabilities of the Institute, and, subject, 
to any reasonable restriction as to time and place, and the manner 
of inspecting and auditing the same that may be imposed by the 
rules of the Institute for the time being, the books which shall be 
in charge of the secretary, shall be open to the inspection of the 
members. Once at least in every year the accounts of the Institute 
shall be examined, and the correctness of the balance sheet 
ascertained by one or more properly qualified auditor or auditors. 

13. The income and property of the Institute, shall be applied 
solely towards the promotion of the objects of the Institute as set 
forth in this Act, and no portion thereof shall be paid or transferred 
directly or indirectly, by way of dividend, bonus, or otherwise, 
howsoever, by way of profit to the members of the Institute, 
provided that nothing shall prevent the payment in good faith of 
remuneration to any officers or servants of the Institute, or to any 
member of the Institute, or other persons, in return for any 
services performed for or rendered to the Institute, nor prevent the 
payment of interest at a rate not to exceed six per cent. on money 
borrowed. P 
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14. The first general meeting of the Institute shall be held 
during the year one thousand nine hundred and sixteen, at such 
time and place, and upon such notice as the council may decide. 
Subsequent general meetings shall be held as the by-laws of the 
Institute may provide, but at least once a year. At any general or 
special meeting members may be represented by proxy, but no 
pore shall be exercised by a person who is not a member of the 
nstitute. 

15. The Institute may affiliate with any Chartered Institute 
or Association having the same or similiar objects. 

16. If any person ceases for any cause whatsoever to be a 
member of this Institute, he shall not have, nor shall his 
representative have, any interest in or claim against the funds and 
property of the Institute except as may be provided by by-law. 

17. Any qualified person, being over the age of twenty-one 
years, of good moral character, who shall have received a certificate 
from the Council of the Institute, in accordance with the provisions 
of this Act, shall be styled and known as a Chartered Accountant, 
and may use after his name, if he is a “Fellow” the initials “F. 
C. A.,” signifying “Fellow of the Chartered Accountants,” and if he 
is an “Associate” the initials “A. C. A..” signifying “Associate of 
the Chartered Accountants.” 

18. The Institute, in general or special meeting assembled, 
may make by-laws for the carrying out of its objects, and exercising 
the powers of this Act, conferred upon it. 

19. No person shall be entitled to take or use the designation 
Chartered Accountant. or the initials F. C. A. or C. A., or A. C. A., 
or description, implying that he is a Chartered Accountant, or any 
name, title, or description or initials implying that he is a certifi- 
cated or incorporated accountant, unless he is a member of the 
Institute in good standing and registered as such, or a member of 
any other Institute of any Province of the Dominion of Canada, or 
any member of the Dominion Association of Chartered Accountants, 
or of any chartered or incorporated Institute of the British Empire, 
or any Association or Society of professional accountants, 
recognized by statutory enactment in any State of the United 
States of America, provided that he be a member in good standing 
in his own Association. ; 

20. Any person who shall contravene any of the provisions of 
Section No. 19 of this Act, shall incur a penalty not exceeding One 
Hundred Dollars, recoverable under the provisions of the New 
Brunswick Summary Convictions Act, and such penalty shall be 
payable to the Secretary-Treasurer of the said Institute of 
Chartered Accountants. 

21. This Act may be cited as the “Chartered Accountants Act.” 
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THE NEW BRUNSWICK INSTITUTE OF CHARTERED 

ACCOUNTANTS. 

BY-LAWS 

MEMBERSHIP. 

1. Any person, not under twenty-one years of age, who shall 
be certified by two members of the Institute as being of good moral 

character and habits, and who shall have satisfied the Examination 

Committee and the Council as to his professional attainments and 

experience, shall, on payment of fees and signing to Constitution. 

be entitled to become an Associate member of the Institute. 

2. Any member whose fees are not paid within three calendar 

months after the date when such fees have become due and payable. 
may be suspended by the Council from the privileges of membership. 

The payment of such fees shall (subject to the provisions of the by- 
law next following) re-instate a suspended member. F 

3. Any member whose fees are not paid within three calendar 
months after the date when fees for the year next following have 
become due and payable, may be deemed to have thereby terminated 
his membership, and the Council may direct that his name be 
removed from the register. Such person may be readmitted upon 
such terms as the Council shall approve. 

4. Members practicing in partnership with persons who are 
not members shall not permit the partnership or firm to be described 
as “Chartered Accountants.” Any person named in connection with 
such partnership by advertisement or otherwise shall be deemed a 
partner for the purpose of this by-law. 

5. No member shall engage in any business, profession or 
employment, or adopt any form of advertising or procuring business 
which in the opinion of the Council is objectionable in a member of 
the Institute. 

6. All persons becoming members of the Institute _ shall 
subscribe to endorse and accept the by-laws of the Institute for the 
time being in force, as being binding upon them as members of the 
Institute. 

, LECTURES AND CLASSES. 

7. Educational Institutions having a department devoted to 
the study of accounts may become affiliated with the Institute for 
the purpose of conducting lectures and classes for registered students 
and for such other purposes as the Council may from time to time 
prescribe. 

8. Every Educational Institution so affiliated with the Institute 
shall furnish from time to time, so long as such lectures and classes 
are continued, such information respecting the same as will enable 
the Council to determine the efficiency thereof, having regard to the 
requirements of the examinations of the Institute; and shall also 
satisfy the Council as to the competency of the instructors in charge 
of such lectures and classes. 
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OFFICERS. 

9. At the annual meeting in each year, one or more members of 
the Institute, not members of the Council, shall be elected Auditors 
for the ensuing year. 

The Auditors shall examine all books of account, vouchers, 
balance sheets and other financial documents, and report thereon to © 
the. members at the annual meeting, and to the Council at least three 
days before the date of the annual meeting. 

10. The President shall preside and preserve order at all 
meetings of the Institute and Council. In his absence a Vice- 
President shall exercise the Office of President. In the absence of 
the President and both Vice-Presidents, a Chairman shall be elected 
by a majortiy of those present entitled to vote and voting. 

11. The Secretary-Treasurer shall conduct the correspondence, 
notify members of the Institute and Council of all meetings to be 
held, record proceedings thereat, keep a register of the members as 
required by the Act of Incorporation with their addresses, see that 
the applications for examinations and for membership, and the 
references accompanying the same are in the form prescribed, make 
the necessary investigations in respect thereto, send f 
notices to the members of the Institute and of the Council, and 
perform such other duties as the Council may direct. 

12. The Secretary Treasurer shali receive the fees, subacriptions 
and other moneys accruing to the Institute, dispose of the same as 
the Council may direct, draw and sign all cheques, keep correct 
accounts, prepare proper financial statements at the termination of 
each Institute year, and perform such other duties as the Council 
may direct. 

13. All cheques shall be countersigned by the President or 
Vice President and all diplomas and certificates shall be signed hy 
the President (or in his absence by a Vice-President). and by ‘the 
Secretary and attested by the seal of the Institute. 

COMMISTEERS. 

14. The Council may from time to time appoint Committees for 
the purpose of facilitating business. The President, Vice-President 
and Secretary-Treasurer shall be ex-officio members of all 

Committees. 
15. The Council shall appoint a Committee on membership, 

whose duty it shall be to report to the Council when reauired, upon 
all matters affecting the conduct and standing of members and 
students. 

16. The Council shall appoint a Committee on Examinations, 
whose duty it shall be to report to the Council when required upon 
all matters affecting the fitness and moral character of persons 
applying to be examined, to make the necessary arrangements for 
examinations, to appoint examiners and to report to the Council the 
results of the examinations of the Institute. 

MEETINGS. 

17. The Annual Meeting of the Institute shall be held on the 
second Monday in June each year unless the said second Monday be 
a statutory holiday, then on the following Monday at such time 
and place as the Council shall from time to time determine. At 
least one week’s notice shall be given of the Annual Meeting. 
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18. Meetings of the Institute for the transaction of general 
business, the reading of papers and the discussions of questions of 
interest to the Profession, may be held whenever the President of 
the Council shall deem expedient. At least one week’s notice shall 
be given of such Meetings. 

19. Special Meetings of the Institute shall be called by the 
President after the receipt of a requisition signed by not less than 
three members. At least one week’s notice specifying the special 
business to be brought forward shall be given of such Meeting. 

20. Meetings of the Institute may be adjourned from time to 
time by resolution of a majority of the members present; but no 
business shall be transacted at any adjourned Meeting other than 
the business left unfinished at the Meeting from which the 
adjournment took place. 

21. Meetings of the Council shall be held when required at 
such time and place as the President shall. determine. At least 
three days’ notice shall be given of all Meetings of the Council. 

22. Meetings of Committees shall be called by the Chairman 
thereof. respectively, upon notice from the Secretary-Treasurer of 
the matters referred to them by the Council. Committees _ shall 
report to the Meeting of the Council next following that from which 
the reference was made. At least three days’ notice shall be given 
of all Meetings of Committees. 

23. The introduction or discussion of political or religious 
subjects shall not be permitted at any Meeting. 

24. Three shall constitute a quorum for the transaction of 
business at all Meetings of the Institute, three at all Meetings of 
the Council and three at all Meetings of Committees. 

25. At any Meeting of the Institute two members may require 
that the voting upon any question before the Meeting shall be by 
ballot, and the President shall ,thereupon, appoint two Scrutineers 
for the purpose of taking the vote. 

26. At any Meeting of the Institute every member present and 
in good standing shall have a vote ‘ 

EXAMINATIONS. 

27. The Council shall hold examination in the Month of May. of 
each year in the City of St. John, which shall be designated 
respectively, the Primary, Intermediate and Final examinations. 

28. Notices shall be advertised in the Royal Gazette or a daily 
St. John paper at least one month before examinations are to be 
held, and all candidates for examinations shall make application for 
such on the prescribed Form at least ten days before, paying at the 
time of application, the required Fee. 

PRIMARY EXAMINATIONS. 

29. The Primary Examinations shall be conducted in the 
following subjects or such variations or modifications thereof as 
the Council may from time to time deem expedient :— 

(1) Buissiness correspondence, including Composition, 
Spelling, Punctuation and Penmanship. e Ke 

(2) Arithmetic. 

(3) Bookkeeping. 
(4) Bills of Exchange Act. 
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30. Any person residing and employed within the Province, 
who has passed the Primary Examinations of any Registered 
Society shall be entitled to exemption from the Primary Examina- 
tions. 5 

31. The Council shall make such further rules and regulations 
with respect to the Primary Examinations and exemptions therefrom 
as may from time to time seem expedient or necessary, and such 
rules and regulations for the time being shall be read with and form 
a part of this by-law. 

INTERMEDIATE EXAMINATIONS. 

32. Any person who has passed the Primary Examination, or 
who has been exempted therefrom by the Council may apply to the 
Council to be examined in the Intermediate Examination, provided, 
however, that no person shall be so examined who is under twenty 
years of age nor within one year after passing his Primary Exam- 
ination or equivalent examination; and provided further, that no 
person shall be so examined unless or until he shall have a term of 
experience at accounts satisfactory to the Council. 

33. The Intermediate Examinations shall include the following 
subjects :— A 

(1) Arithmetic. 
(2) Bookkeeping and Accounts. 

(3) Auditing. 

(4) Mercantile Law. 

5) Statute Law. 
34. Any person, residing and employed within the Province, 

who has passed the Intermediate of any Registered Society, shall be 
entitled to exemption from the Intermediate Examination. 

35. The Council shall make such further rules and regulations 
with respect to the Intermediate Examinations and exemptions 
therefrom as may from time to time seem expedient or necessary 
and such rules and regulations for the time being shall be read with 
and form a part of this by-law. 

FINAL EXAMINATIONS. 

36. Any person who has passed the Intermediate Examinations, 
or who has been exempted therefrom by the Council may apply to the 
Council to be examined in the Final Examinations, provided however, 
that no person shall be so examined who is under twenty-one years of 
age, nor, unless exempted therefrom, within one year after passing 
his Intermediate Examination ; and provided further that no person 
shall be so examined unless or until he shall have had a term of 
experience at accounts satisfactory to the Council. 

_387. The Final Examinations shall include the following 
subjects :— 

(1) Bookkeeping and Accounts (2 papers). 
(2) Auditing (2 papers). 

(3) Business Investigations. 
(4) Statute Law. 

38. To pass the Preliminary, Intermediate and Final Exam- 
inations the Candidates must obtain on each paper on which he is 
required to write, at least 50 per cent, and an aggregate of at least 
60 per cent of the total marks given on the papers on which he 
writes. 
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FEES. 

. 89. Every candidate whom the Council shall refer for\examina- 
tion shall, before such examination takes place, pay the following 
fees :— 

For the Primary Examination $5.00 
For the Intermediate Examination 10.00 
For the Final Examination 20.00 

40. Every person who shall be admitted an Associate shall 
thereupon pay an entrance fee of Twenty Dollars ($20.00). 

41. Every Associate who shall be admitted a Fellow shall 
thereupon pay a fee of Fifty Dollars ($50.00). 

42. Every Educational Institution admitted to affiliation shall 
thereupon pay a fee of Fifty Dollars ($50.00). 

48. The annual subscription from members practising or 
residing in the Province shall be $5.00 payable before June ist in 
each and every year. 

44. The Secretary-Treasurer, Examiners and Auditors shall 
receive such remuneration as the Council shall from time to time 
determine. 

TRIALS AND PENALTIES, 

45. Any member or any aggrieved person, may prefer to the 
Council in writing, charges of default or misconduct on the part of 
a member or a student. If in the opinion of the Council a formal 
investigation is required, a special Meettng of the Council shall be 
held for that purpose, of which ten days’ notice shall be given to all 
concerned. If the charges be sustained, the offender may be dealt 
with as the Council shall see fit. 

46. Upon it being made to appear subsequently that for want 
of sufficient information or for other reasonable cause, the finding 
of the Council upon any charge of default or misconduct was unjust 
or inequitable, the Courcil may by resolution to that effect and 
subject to like restrictions further investigate the charges and may 
thereupon confirm, modify or revoke their previous findings as 
shall seem just. 

47. Charges against a member or a student of an infraction 
of a by-law may be investigated summarily at_any Meeting of the 
Council, of which the member or student charged shall be given one 
week’s notice. If the charges be sustained, the offender may be 
dealt with as the Council shall see fit. 

48. Notices under the three last preceding by-laws, excepting 
notices to members of the Council, shall be served personally or 
sent by registered letter, as the Council shall direct. 

49. The Council shall not be bound to take notice of any 
article or communication which may appear in the Public prints ut 
which may be addressed to any member or other person individually, 
or of any verbal statements, affecting the conduct.of a member or a 
student. 

MISCELLANEOUS. 

50. The forms set forth in the Year Book of the Ontario 
Institute—Pages 33, 34, 35 and 36 shall be used in cases to whieh 
they are applicable, with such alterations, if any, as the Council 
may from time to time determine; and all notes and _ directions 
thereon shall be deemed part of the forms and be observed 
accordingly. 
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61. In the event of any dispute as to the intent or meaning of 
any of these by-laws, or of any by-law which may hereafter be 
made, the interpretation by the Council shall be final and conclusive. 

THE NEW BRUNSWICK INSTITUTE OF CHARTERED 
ACCOUNTANTS. 

MEMBERSHIP. 

R. A. MacIntyre, President, St. John 
A. P. MacIntrye, Vice-President, St. John 
W. A. Loudoun, Secretary, Fredericton 
P. F. Blanchet, Rothesay 
A. E. Cox, St. John 
H. G. Hoben, Fredericton 
J. C. Pitt, St. John 

PRINCIPLES OF PROFESSIONAL CONDUCT FOR 

ACCOUNTANTS 

General Principles: 

In both his professional and business relations the Chartered 

Accountant should consider himself personally responsible for the 

character of the enterprises with which he is professionally connected. 

Before becoming professionally related to any enterprise, he 

should satisfy himself that it is of a legitimate character. If after- 

wards he ascertains that the enterprise is not a legitimate one, he 

should sever his connection as soon as possible. 

The Chartered Accountant should never allow his name to 

be used for exploitation purposes, unless, through training and ex- 

perience he is able to exercise competent judgment, and before con- 

senting to the use of his name, he should see that all statements 

made use of in the prospectus are in accordance with facts which he 

has verified. 

Relations of the Chartered Accountant to his Clients: 

The Chartered Accountant should consider the protection of 

his Client’s interests as his first obligation, and should avoid every 

act that would be contrary to his duty. He should not accept com- 

pensation, directly or indirectly, from more than one side or party 

interested in the same matter. 

Accountants should not accept appointments while financially 

interested in a rival concern, without the fact being disclosed to the 

new client and his assent being obtained. 

Relations of the Chartered Accountant to the General Public: 

The Chartered Accountant should endeavor to assist the in- 

vesting public to a fair and general understanding of accounts of 
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Public Companies, to discourage wrong or exaggerated statements 

regarding the position of Companies, published in the press or other- 

wise, especially if those statements are made for the purpose of, or 

may lead to inducing the public to invest or participate in unworthy 

schemes. 

In giving expert testimony before the Courts or Arbitrators, 

the Accountant should confine himself to brief and clear statements 

as to the matter in controversy. He should avoid pleading on one 

side or the other. 

Relations of the Chartered Accountant to His Fellow Members: 

The Accountant should not seek a position held by another 

member of the Institute in which he has a membership. 

He should decline to make offers to do work for a stated sum 

until such time as he has had sufficient data from personal experi- 

ence to establish the time that would be required to perform the 

services required. On no account should he enter into competition © 

with fellow members to secure work by lowering of fees. 

Where accountancy work is in charge of a member of the 

Association, no other member should undertake any part of the work 

except with the consent of or in co-operation with the Accountant 

who had charge of the work before, unless the latter’s connection 

with it has already terminated. 

CANADA 

With sober faith in her great destiny Canada cognizant of her 

vast material resources and with a people whose national character- 

istics are an earnest of progress the Dominion, at the moment. faces 

the immediate future with misgiving. The man who is honest with 

himself and with his neighbor no more turns his back upon that fact 

than he allows himself to be unduly alarmed by it. The world to-day 

is passing through a period to which the term “ reconstruction ” has 

somewhat loosely been applied but which in the main is one of 

transition and readjustment. The man on the street calls it “ getting 
back to normal”. In some of the war harried countries of Europe this 

slow transition from war conditions is proving a painful process 

accompanied by a serious degree of industrial stagnation. In 

Canada, with its commercial and industrial machinary improved and 

tested by the demands of war, the problem is largely one of getting 
safely down to new price levels. How will Canada solve it ? 

Coming down a ladder is always harder than climbing it. and a 

few folk are bound to miss a rung or two, or perhaps the rest of the 

ladder, but the average man does not need to be toid that the stage 
is not set for a depression in Canada. He knows that there has not 
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been over-production. He is pretty well aware of the fact that the 

supply of goods in practically every industry falls short of the real 

needs of the people. He knows that the farms of the Dominion were 

never so productive, and that its natural wealth has scarcely been 

touched. . 

But just as surely he knows that something is lacking. He reads 

his newspaper. He ruefully realizes the relation of unemployment 

relief to the tax rate. He probably blames the manufacturer for it. 

But the manufacturer can no more bring about a business and in- 
dustrial revival than the worker. The merchant is as helpless as the 

manufacturer. The one man who can keep the wheels of industry 

turning and wipe out the bread line is the average man himself. 

The time for economy is not past—but it must be the right sort 

of economy. The man today denies himself and his family that 

for which he is well able to pay is as unpatriotic a man as he who 

in war years refused to shape his buying to the imperative needs of 

the hour. The surest way to bring depression to Canada is by a 

cessation of buying. The “buying strike” served its purpose. It 

brought prices down. But having served its purpose it is a weapon 

to be discarded. If the stock on the shelves of the retailer does not 

move the wheels of the factory will not turn, the workman cannot 

work, nor will he have money to buy the goods of the merchant— 

and the discouraging circle is complete. 

Canada to-day needs the optimist who believes that he holds his 

destiny in his own hands to shape as he will, who believes that the 

future is what we make it. If we have hard times in Canala it will 

be because we have not willed it otherwise. If common sense replaces 

hysteria and confidence crowds doubt and hesitation to the wall, if 

co-operation and a spirit of concession take the place of sullen re- 

fusal in the settlement of inevitable adjustments in wages if earnest 

individual effort inspired by a realization of individual responsibility 

takes the place of indifference then the next few months will see 

industry take up the slack, commerce again get its stride, and a new 

era of prosperity inaugurated. 

THRIFT 

What is thrift? This word has taken on a new meaning, just 

as many other words and things have done since the great war was 

begun in 1914. A new definition of the word is conservation, which 

is now enjoying the vogue that efficiency enjoyed a few years ago. 

Thrift masquerades in many ways. It is the capable management of 

affairs either in the office or home, in such a manner that the value 

of one’s possessions is being constantly increased. 
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OFFICIAL ORGAN OF THE 

DOMINION ASSOCIATION OF CHARTERED 

ACCOUNTANTS 

Vol. XT. No. 2 ° September, 1921 Issue No 42 

DOMINION ASSOCIATION OF CHARTERED ACCOUNTANTS 

Summary of Proceedings of the Nineteenth Annual Meeting Held in 

British Columbia August, 1921 

OPENING SESSION, TUESDAY, AUGUST 28rd. 10 a.m. 

The President, George E. Winter, F.C.A. (B.C.) called the 

Meeting to order, and introduced the acting Mayor of Vancouver, 

Alderman Owen, and the Hon. J. W. de B. Farris, Attorney-General 

of British Columbia,, who in turn addressed the Members, extending 

to them the hearty welcome of both City and Province. 

G. F. Gyles, as President of the Institute of Chartered Account- 

ants, voiced the hopes of that Institute that success would attend 

the Convention, and that the delegates and guests would have a 

thoroughly enjoyable stay in British Columbia. 

A. C. Neff (Ont) acknowledged, on behalf of the vision the 

speeches of welcome, F, C. Gilbert (Man) also replying. 

The guests then retired, and the business of the Convention was 
entered upon. 

The President presented his address, as printed elsewhere in 

these columns and a Committee was appointed to report thereon. 

The Report of the Committee on Uniformity of Standards was 

presented, its adoption being postponed until after the presentation 

of Mr. Geo. Edwards address on “ The Educational Responsibilities 

of Chartered Accountant Societies.” 

The Financial Report was presented and adopted, some discuss- 
ion ensuing as to the desirability of a change in the fiscal year end, 

It was decided that the change should not be made, but that the 
Financial Report which, to date, has consisted of a “ Receipts and 

Disbursements ” statement alone, should be accompanied in future by 

133 



THE CANADIAN CHARTERED ACCOUNTANT 

a Balance Sheet, future expenditure belonging to the current period 

to be estimated. 

“The Report of the Magazine Committee was presented and adopt- 

ed, and a hearty vote of thanks for its efforts was tendered to the 

Committee, which was re-appointed. 

The Report of the Legislation and General Purposes, Committee 

was presented, discussion proceeding until adjournment. 

1p. m. Luncheon Tendered by the Institute of Chartered 

Accountants of British Columbia to Members of the Dominion 

Association. 

G. F. Gyles, (B. C.) in the Chair. 

Mr. W. H. Malkin, a prominent Vancouver merchant and Presi- 

dent of the Board of Trade, was introduced, and addressed the Mem- 

bers, his address appearing elsewhere in this issue. 

Mr. E. G. Shorrock (Seattle) representing the American Institute 

of Accountants, in a speech enlivened by considerable humor, voiced 

the cordial wishes of that body. 

SECOND SESSION AUGUST 23rd. 2 p.m. 

After some further discussion and amplification, the Report of 
the Legislation and General Purposes Committee was adopted, and 

a vote of thanks was tendered the Committee. Following upon this, 
it was decided that the Committee be increased by the addition of 

three new Members, one representing jointly British Columbia and 

Alberta, one Saskatchewan and Manitoba and one the Eastern Prov- 

inces. 

~ Mr. Geo. Edwards was invited by the President to introduce his 
Address on “The Educational Responsibilities of Chartered Account- 
ants’ Societies” a printed copy of which was in the hands of 

each Member. This he did. explaining. in the course of his remarks, 

the genesis and development of the idea which has resulted in the 

establishment, by the Ontario Institute, of a correspondence course 

of instruction obligatory on its students. 

Emphasis was laid on the fact : that this Instructional Course had. . 

its beginning in .the realization that examination tests are not in 

_ themselves sufficient, but that there should -be.some. measure of sup- 
ervision over the actual studies of articled or’ registered. pupils,- 

Thé-invitation tothe other Provincial ‘Societies* to-. avail - ‘them- 

selves of the: instruction for their’ Students: (oehiate Sd soreee hhas been 
transmitted earlier by letter) -was- renewed. . a 

~ Considerable ~ diseussion ensued, delegated, ‘fom Pie other 
than Ontario objecting mainly to the’ e obligatory _ a ae 

Edwards explained that Ontario simply wished to offer to “other, 
Societies the facilities for instruction which it had created’ primarily 
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for its own students, leaving to those other Societies the framing of 

local regulations. 

The following resolution was passed :— 

|| “That the Dominion Association endorses heartily the idea 
and principle behind the Ontario Educational Courses and 
recommends that the Provincial Institutes investigate the Courses 

| with a view to utilizing them so far as their own interests 
{| permit.” 

‘ The Report of the Committee on Uniformity of Standards was 

adopted, the Committee being re-appointed and a hearty vote of 

thanks for its work tendered by the Members. 

A telegram received from the President of the American Nation- 

al Association of Cost Accountants, expressing cordial wishes for 

the success of the Dominion Convention and conveying an invitation to 
the Members to attend the Annual Convention of Cost Accountants, 

was read, and the Secretary was instructed to send a suitable reply 

in acknowledgement. 

The Association of Accountants in Montreal announced its 

intention if the Dominion Association concurred, of holding future 

examinations in the fall, instead of in the spring of the year as 

heretofore. Various other Provinces reported that their Examina- 

tions had been changed to the fall, but, while the apparent tendency 

towards unanimity was seen to be of advantage in the case of future 

adoption of uniform examinations, the time of holding examinations, 

for the present, was held to be a question which each Provincial 

Institute should decide for itself. 

TUESDAY, AUGUST 23rd, EVENING 

On the evening of Tuesday, 23rd August, 1921, a Banquet was 

held at the Hotel Vancouver. (Geo. E. Winter, President, in the 
chair). 

After the singing of the National Anthem, and the drinking of a 

toast to the King, Mr. George Edwards proposed a toast to the 
guests, Alderman Owen, of Vancouver, Messrs Shorrock, rst and 

McIntosh (U.S.A.) replying. 

Musical items were rendered by Mrs. McCallum and Captain 

Foster, the latter a member of the B.C. Institute. 
The Banquet being concluded with the singing of the National 

Anthem, an we fos a dance was enjoyed. 

THIRD SESSION, AUGUST 24th, 1921, 10.30 a.m. 

- The Reports of the Conbtitnent Societies :—Quebec, Ontario, 

Manitoba, Nova Scotia, British Columbia, Saskatchewan and Alberta 

—were presented in turn, that. of New Brunswick, whose represent- 

ative was not able to attend the Convention, arriving by mail after 

the conclusion of the Meeting. 
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Adoption of the Reports was duly moved and carried. 

Mr. George Edwards, speaking of the number of Provincial 

Societies which hold, or contemplate holding their examinations in 

the fall, remarked on this tendency towards unanimity as a material 

contribution towards the hoped-for Uniformity of Standards and 
practice. . 

In view of the increase in membership brought about by the 

admission to the Dominion Association of non-resident members of 

the Constituent Societies, the question arose as to representation of 

the Societies on the Dominion Council. The President reported that 
the question had been discussed by the Council, and their resolution 

on the subject was presented to the Meeting as follows :— 

“That the question of numerical representation on the 

Council be referred to the incoming Council, the present imter- 

pretation being, that the number of members in a Provincial 
Society be the number whose fees are paid by that Provincial 

Society.” 

A further resolution dealing with By-Laws was reported as 

passed by the Council :— 

“That the By-laws be interpreted to read, that Constituent 

Societies shall pay Dominion Association annual dues for all of 

their Members resident outside of Canada, irrespective of the 
number of Provincial Societies to which those Members may 

belong.” 

The President called on the Chairman of the Registration Com- 

mittee, who reported attendance as follows:— 

Of the Washington Society of Certified Public Accountants, six 
members, of whom one, jointly with a Member of the New York 

State Society (the latter a member also of the Dominion Association) 

represented the American Institute of Accountants. 

Montreal Association—Six Members. 

Ontario Institute—Five Members. 

Manitoba Institute—Ten Members. 

Saskatchewan Institute—Four Members. 

Nova Scotia Institute—One Member. 

Alberta Institute—Four Members. 

British Columbia Institute—Thirty Seven Members. 

a total of 73 persons, of whom seven were visitors from kindred 

Societies in the United States. 

The Report of the Committee on the President’s Address was 

presented as follows : and adopted :— 

REPORT ON PRESIDENT’S ADDRESS 

To the Members of the D,A,C,A. 

Gentlemen :— 

We, the Committee appointed to consider the President’s Address 
for the year 1920-1921, beg to report as follows:— 
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In the first place we desire to express our gratification at the 

satisfactory results reported in regard to both membership and 

finances. 

We recommend that the various actions of the President and 

Council be approved, and that such matters as would appear desir- 

able for continued action be referred to the incoming President and 

Council. 

In particular we would mention the following :— 

(A) Educational Policy—The attempt towards a uniform 

standard of instruction and examination. 

(B) Taxation Rulings—Continuation of effort to secure these. 

(C) Joint Meeting with American Institute—Idea to be kept 

in view for action when suitable opportunity arises. 

(D) Other Societies—Continued vigilance of Committee on 

Legislation and General Purposes is considered specially 

necessary under existing conditions. 

It is recommended that the address be printed for the informa- 

tion of the members. 
Respectfully submitted, 

(Signed) JAMES HUTCHISON 

CECIL E. RACE 
H. D. CREIGHTON. 

It was moved, seconded and carried that the invitation of Nova 

Scotia to hold the next Annual Convention of the Association in Hali- 

fax be accepted, the date of holding the Meeting to be decided by 

the hosts. 

Following remarks by a representative of the American Insti- 

tute and by the Dominion Association representative at last year’s 

- Annual meeting of that body, it was resolved that the Dominion 

Association send a delegate to the next Annual Meeting of the 

American Institute of Accountants, the delegate to be named by the 

incoming President. 
After delivery of an Address by Mr. W. G. Rowe, a British 

Columbia member, discussion arose as to needed encouragement for 

the various Provincial Students Societies. The activities of various 

student’s Associations were outlined, and it was suggested that space 
in the “Canadian Chartered Accountant” should be devoted to a 

“ Student’s Department.” 

Mr. Neff (Ont) speaking for the editor of that publication, assur- 

ed the Meeting of sympathetic treatment towards any material which 

student bodies cared to submit. 
Cordial thanks for the hospitality extended by the Association, 

were voiced by Mr. Shorrock, of the American Institute, and 
acknowledgment was made by the President, following which Mr. 

Creighton, (N.S.), the President elect, was voted to the chair. 
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The retiring President, Geo. E. Winter, (B.C.) was accorded a 

very hearty vote of thanks for his services. A tribute was tendered, 

also, to the retiring Secretary, and to the B.C. Institute for its 
hospitality. After suitable replies had been given the business of 

the Meeting was declared ended, and the National Anthem concluded 

the Session. 
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PRESIDENT’S ADDRESS. 

Gentlemen: 

It is with feelings of sincere pleasure and satisfaction that I 

welcome you here today to attend the annual meeting of the 

Dominion Association of Chartered Accountants. The only 

previous meeting in British Columbia was held in this city in 1915, 

and owing to the great war in which our country was then engag- 

ed, was restricted, and rightly so, almost entirely to routine 

business matters; we attempted but little in the way of entertain- 

ment for the few members who attended our sessions. It is most 

gratifying to us to welcome to this second meeting in Vancouver 

such a good representation from the other Provincial Societies and 

also the members of the Washington Society of Certified Public 

Accountants, whom we are pleased to have join with us in all the 

items on our programme. 

It is always gratifying if, at the close of a year in the history 

of an organization, it can be declared that the year has witnessed 

progress and growth. It is expected that such a declaration shall 

be made, as evidence that those having charge of the organization 

have been faithful in attending to its interests and welfare, although 

in our case probably only a small measure has been due to our 

efforts. 

It is, of course, advisable to determine what in our judgment 

constitutes progress. This is usually considered a matter of enlarged 

membership, a better financial position, higher standards and quali- 

fication required, growth in public estimation and greater prestige 

of the Association, increased interest in the Association affairs shown 

by the members etc. While we may not be able to report as favor- 

able gains unidder some of these headings as under others, yet we 

are satisfied advances have been made, although these have not all 

resulted from the efforts of the committee or those in charge of 

affairs. 

Membership 

Owing to the changes in the By-laws, which were approved at 

the last meeting and confirmed by all the constituent societies, all = 2255 = 
those members of Pe constituent societies: renting out 

first time since its BSS OR The ‘taka 2mbe 

at the last meeting amounted to 570 the total now 
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to 724 a gain of 154. There are resident in Canada 602 the remaind- 

er residing outside of Canada. 

The details by Provinces are as follows: : 

1920 1921 

Members resident Outside 

Provinces in Canada Canada Total 

SO. WEGMEPORL DECRUG: Diath soo soe 198) @alcoe 85 5 90 

Pet RPE Eta a a es bes ns oe ede ee 41 222 

PM Gr sk cence oo oe wate Me 83 18 101 

EURO ROEEE sa eee a ee ee. ae) at 39 2 41 

ish Columbia .. 3.00. oe 74 35 109 

i CARAUCHOWSN 0:5 oe os 60 see) eels eb) we 72 8 80 

NSIDC’, (kt cis re ee ney Sebo atin tes 58 13 71 

Diener MITUNEWICK 6c 6 yok en oe Lee oslo 7 7 

Tre Mt IATDO: o.- . Noo om ct eae 3 3 

570 602 122 724 

Finance 

The report of the Secretary-Treasurer will be submitted to you ; 

from this it will be seen that the funds of the Association are now 
in a very satisfactory state. The special assesisments levied on the 

constituent societies brought in an amount equal to previous annual 

revenues and this year’s increased annual fee gives us ample funds 

with which to meet readily all our obligations and provide a reserve 

for future contingencies. 

Educational Policy of Ontario Institute 

A most important announcement was made in January last by 

the Ontario Institute, of an educational p!an possessing in my opin- 
ion great possibilities for the future. The Council of the Ontario 

Institute decided to establish its own facilities for the instruction of 

its students, and invited the co-operation of its sister (Canadian) 

Institutes, offering, if other societies joined with it to arrange for 

control of this plan by means of a joint committee. 

’ Considerable interest has) been shown in the proposals one of 

tne principal reasons in my opinion being that as it would giv: uni- 

formity in instruction, the next step would be uniformity in our 

examinations throughout the Dominion, and ultimately one set of 

examination papers in all subjects excepting that of Provincial law. 

The Dominion Council being satisfied that the suggestion was of 

considerable moment to all students throughout Canada, re- 

commended to each constituent society that all students be notified 
of the educational policy outlined by Ontario, with the suggestion 

that every consideration be given to it in any future plans concern- 
ing study course. 
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Mr. George Edwards, F.C.A., of Toronto, will submit a 
paper this afternoon entitled “The Educational Responsib'lities of 
Chartered Accountants’ Societies” with special reference to the 

Ontario Institute’s educational policy. I am assured this paper con- 

tains very valuable information and will have an important bearing 

on any policy pertaining to educational matters. 

Such policy is undoubtedly a matter of concern to each of our 

constituent societies; the adoption of the scheme which Mr. Edwards 
will outline, even the general recognition by the Socicties of the 

soundness of his contentions and the consequent effort to meet on 

common ground will mean a big step toward the consummation of 
our hopes for “ Uniformity” and I urge very careful and serious 

consideration of the question. 

It should be a cause of much gratification to us that certain of 

our members are doing such splendid work along educational lines. 
The value of this work cannot be fully realized as yet but will, I 

am satisfied, be better appreciated as time goes on and the results 

are clearly demonstrated. 

Taxation Rulings 

The President last year reported to the annual meeting that he 

had been in communication with the Commissioner of Taxation and 

had impressed upon. him the necessity of a book or pamphlet of Tax 

Rulings being issued. So far we have been unsuccessful in our 

endeavors to secure such a booklet. 

Many inquiries have been received during the year from mem- 

bers of this ‘Association, requesting that we should not lose sight of 
this important matter. 

“Canadian Chartered Accountant ”—Joint Year Book 

It was determined at Toronto to make this year’s July issue of 

the Canadian Chartered Accountant, a Joint Year Book, containing 
information of the constituent societies Incorporation Acts and By- 

laws as well as those of the Dominion Association. Unfortunately the 

printers’ strike has made it impossible to have the proposed year 

book ready for issuing to the members, prior to this meeting. 

May I at this time remind the members of the request made by 

the representative of the committee at the last annual meeting that 
contributions of accountancy literature be sent to them and assis- 

tance be given in securing other material which would make the 

Magazine of even greater interest to its readers than it has been in 

tke past. 

We owe a great debt of gratitude to the members of the com- 
mittee who have co-operated toward the betterment and extension of 

the Magazine; we congratulate them upon the success that has at- 
tended their efforts and we should each endeavor to support them 
in the important work they have in charge. 
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Joint Meeting with American Institute of Accountants 
At our annual meeting in Winnipeg in 1919, it was suggested 

that an effort be made to bring about a joint meeting with the 

American Institute and correspondence resulted with the Secretary. 

In 1920 at Toronto the matter was again considered, and our dele- 

gate who attenced the meeting of the American Institute in Wash- 

irgton, has repcrted that although the sugecstion was re:eived in a 

very friendly manner, it seemed difficult for the present at least, to 

make satisfactory arrangements: The matter, therefore, stands in 

abeyance until some future date. 

Legislation 

During the year no new legislation of importance affecting our 

work as Public Accountants has been enacted. The announcement of 

the abolition of the Business Profits War Tax Act was probably wel- 
comed by many of our clients and considered a relief by many of our 

memters who had been called upon to make out returns under this 

Act, or to act as adjusters between the so-called grasping tax-official 

and the reluctant poverty-protesting tax-payer. 

Other Canadian Accountants’ Societies 

During the past year we have heard of activities of Accountant 

Bodies other than our constituent societies. I approach this subject 

with some degree of caution and yet feel that we should face the 

situation squarely as it now presents itself to us. We were warned 

long ago that we might expect rivalries to the supremacy of the 

Chartered Accountant in Canada unless we profited by observation 

and made due and proper plans to meet all emergencies. Mav I quote 
from the address of Mr. George Edwards, when President of the 

Dominion Association in 1912: 

“ Whether the labor and thought of tae past few years have 

given permanency and flexibility to professional conditions in 

_ Canada time alone will tell. Some of the tangibie results of our 
. efforts justify the hope that ?t may prove to be se 

The permanency of the name by which competency in a 

public accountant will be designated cannot be doubted. More 

largely as the result of coincidence of thought, however, than of 
any careful planning or design on our part the name of Chartered 

Accountant is the name which has come to occupy a command- 

ing place in Canada. It is not enough to be content to accept 

this good fortune complacently and assume that this condition 

must perforce be permanent. The history of an older commer- 

cial centre than ours warns us that there may be dangerous 

rivalries in the near future to the supremacy of the Chartered 

Accountant in Canada if we fai! to profit by observation.” 

Several societies of accountants have been formed in different 

parts of Canada during the past few years and certain of these 
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societies have recently been very active in securing members and 

endeavoring to gain a footing and standing in various communities. 

In Prince Edward Island a Bill was passed at the last session of the 

Leglature (in the Spring of 1921) incorporating the Institute of 

Chartered Accountants of Prince Edward Island. Unfortunately the 

Bill was passed before we were aware of its being framed and when 

our Legislation Committee took up the matter with the Premier, our 

protests were of no avail because they were too late—we are now 

awaiting further developments. 

I trust that at this meeting careful thought will be given to 
the whole question and a plan or policy outlined which will enable 

us to meet successfully the conditions which are now confronting us 

and to prepare for, if possible anticipate, further developments, I 

cannot but feel convinced that a plan or policy which would do this, 

must, while emphasizing the needs of the same standards of com- 
petency and conduct as in the past, also embody a flexibility and 

adaptability to local conditions which will permit us to make, at 

times, concessiony in order that we may ultimately grow in strength 
and inflwence. 

I desire to thank the members of the various committees who 

have so willingly given of their time and labor to the many matters 

entrusted to them. Of necessity the conduct of the affairs of a 

national body of professional men must be carried on by a small 

minority of its members but we are satisfied that we have had during 

the year, the support of the whole Association and we have endeav- 
ored to carry out to the best of our ability the trust conferred upon 

us. 

It is to be hoped that our meeting in convention will not be 

simply productive of better acquaintance and enjoyment of the mem- 

bers, however valuable this may be, but that it will tend to a more 

complete determination of the lines of our future efforts and an 

encouragement: of our endeavors. 

In the past we have prospered and become strong through a 

general recognition of our shortcomings, and an earnest effort to 
correct our mistakes and profit by experience. We have very much 

to learn, and possibly to unlearn, but if we continue in mutual esteem 

for each other and a sincere desire to further the work of our chosen 

profession, we shall undoubtedly attain to greater fields of usefulness 
and honor. 

I will close by repeating again the message I sent you at the 
New Year. I can think of no better suggestion than this to leave 

with each of yyou—the idea of public service. 

Without question the Chartered Accountant in Canada to-day 
finds his profession more appreciated by the public than ever before; 
greater demands are being made upon him and consequentlv his 
responsibilities are greater. The membership of the Dominion 

Association continues to grow, and with such growth our opportun- 
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> 
ities of s€tvice to our country increase. The wealth of knowledge 
accumulated during years of practice must necessarily so equip those 

who follow our profession as to enable them, if they choose, to be 

of great benefit and service to the communities in which they reside. 

Are we, the members of the Dominion Association, taking as 

prominent a place as we might in the public life of Canada? We 

can make our profession a potent factor in the advancement of our 

community interest by taking an active part, by keeping our ideals 
high, and attempting to measure up to them. 

“There is no influence in any community more potent and 
powerful for the accomplishment of good than that of the bus- 

iness and professional men unselfishly banded together for the 

purpose of promoting the general welfare of the entire citizen- 

ship.” 
GEORGE E. WINTER, 

President. 

THE CHARTERED ACCOUNTANT AND THE BUSINESS MAN 

By W. H. MALEIN, EsqQ. 

Address Delivered by Mr. W. H. Malkin, of Messrs. W. H. Malkin Co. 
Ltd., of Vancouver, ata Luncheon Tendered to the Dominion 

Association Members by the Institute of Chartered 

Accountants of British Columbia, on 

Tuesday, 23rd August, 1921. 

Mr. Chairman, and Gentlemen, it is with great pleasure that I 

find myself before you today, although I must confess I feel nervous 
in speaking to you when I find myself faced by so many professional 

gentlemen who probably know infnitely more about business than I 

do myself. 

Before proceeding to make a few remarks which I propose to 

do in the short time alloted to me, I would like to congratulate your 

Association on having selected Vancouver as the City in which to 

hold your Annual Meeting. I am indeed sorry as a resident of 

Vancouver at not being able to provide drier conditions in the atmos- 
phere outside (laughter) but you can find something inside which I 

believe you can’t get in the East—my friend, Mr. Hodges, there is 
smiling—(laughter.) Perhaps the internal atmosphere will offset 
the outside. I think, however, the sun has started to shine and from 
now on you will have beautiful weather. 

I particularly welcome those of you who have never been here 

before. I think when you come to leave, jyou will realize that any 
Canadian who has not seen British Columbia has left the best of his 
country until the last 

144 



DOMINION ANNUAL MEETING 

Tt have often thought that the Province ot British Columbia 

stands by herself in the Dominion, with her scenery, and her climate, 
and vast natural resources, and I am sure that having seen our 
country, you will return to the East, prouder of Canada, anda better 

Canadian than when you came. 

In the West we have the reputation of talking of large things. 

I will try and avoid this, believing that what you see will be sufficient. 

To thace of you who do not know much about British Columbia, 
I will just give you these few figures, to give you an idea how we 
stand. 

Our net funded debt is $47,000,000.00. 

Our current revenue in 1920 was $12,000,000.00. 

Our current expenditure for the same year was $10,000,000.00. 

Our estimated population at present is 700,000. 
Our area is 356,000 square miles, or 227,000,000 acres. 

We rank third in size amongst the provinces of the Dominion. 

In 1920 our total production was $267,000,000.00, which with 

our small population, is very commendable. 

The estimated increase in British Columbia’s population in the 
last ten years is remarkable. In 1911 the population was 392,000— 

today the estimated population is 718,000, being an increase of 83%, 
which, I think, is a larger increase than that of any other province 

of the Dominion. 

Conventions such as these, where citizens of the same country 

living far apart assemble to discuss matters of common interest, 

provide a national comment, which in our vast country, 4,000 miles 

from the Atlantic to the Pacific, is so necessary if we are to create 

a national sipirit in a people, which is continually trying to assimilate 

a large immigration from. all over the world. By meetings of this 

kind, we get to know each other better, and East and West are 

drawn closer together as we join hands in a common love of our 

Dominion, regardless of distances and apparent diverse interests. 

But I must get on with my subject. When racking my brain for 

_ something to talk to you about, it seemed to me, as you are profes- 

sicnal Chartered Accountants, and I an ordina:y business man, a 

subject of common interest would be the simple one of “The 

Chartered Accountant and the Business Man,” and if you don’t mind 

I will try and be as clear and definite ‘as possible in my remarks by 

adopting the parson’s way of dividing the subject up into headings. 

My first heading will be: “Is the Chartered Accountant neces- 

sary to a successful Business ?,” and secondly : “If so, what are ‘the 

Chartered Accountant’s functions, and what should be his relation- 

ship to the Business ?” 

Now, I warn you that you may not agree with my way of treat- 

ing this subject. There are some things possibly that you will object 
to, but I propose to put before you the opinion of a plain business 
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man, and although what I say will no doubt be very imperfect, it 

will represent what my own experience has taught me. 

In reply to my first point : “Is the Chartered Accountant neces- 

sary to a successful Business ?”, I think my answer would be to ask 

another question: “Is a Family Doctor necessary to a Family ?” 

My idea of a Chartered Accountant’s relationship to a business is 

much the same as that of a family physician to a family, only more 

so. The diseases of a business cften need searching out by an ex- 

pert. The diseases that man is heir to, are generally apparent, and 

the doctor is called in accordingly. Businesses have often gcne on 

for years without an outside audit, and have been apparently suc- 

cesful ; but if we kniew the number of failures that could have been 

avoided if proper audits hai been nade by experienced accountants, 

it would be a startling revelation. 

A sound business man usually wants to know every detail of 

his business and have these details arranged in their proper rela- 

tionship. The haphazard successful business man has gone for 

ever, and may he never return! You will rarely find an unsuccess- 

ful business man who has his books properly audited by a Chartered 
Accountant. 

If you will pardon a personal reference, I can tell you that the 

business in which I am interested is a close Corporation, practically 

owned by myself and two brothers—a family affair—and the owners 

take an active interest in the business, and yet we have had for 

many years a very close audit. We feel that tke outside experts 

coming in, can see angles of our business that we who are iniside 

would never see. A business without an outside audit is like a ship 

without a compass. In smooth seas and bright sunshine all is well, 

and the compass is hardly needed, but at night, in stormy weather, 

you are bound to get on the rocks or out of your course without a 

compass. A Chartered Accountant is just as necessary to a well 

conducted business as a compass is to a ship. 

From what I have said you will gather that the Chartered 

Accountant is necessary to a successful business, and I think this 

fact is becoming more apparent every day. 

Coming to my second point: “The Functions and Relationship 

of a Chartered Accountant,” let us see for a moment what they are. 

May I first of all begin by saying what they are not. 

First :—They are not merely that of a detective. 

Second :—They are not merely a checking audit. 

Third :—They are not merely an Agency to explain how to avoid 
paying taxes. 

Most people think of a Chartered Accountant as an expert to 

come in and make a surprise count of the cash, check the vouchers, 
and draw a profit and loss statement. 

Well, I do mot know whether you agree with me or not, but my 
idea of a Chartered Accountant is something far different than 
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that. I like to think of a Chartered Accountant as a confidential' 
Father Confessor, an advisory business counsel, if you like, not a 

mere automatic checking machine. 

lf it were possible for every Chartered Accountant before 

beginning to practice, to have a few years in practical business, it 

would be an admirable thing. My ideal Chartered Accountant would 

not only bean expert accountant, but his knowledge of costing, sales- 

manship, business management, transportation, and the relationship 

of labor and capital would be wide, but not necessarily infallible. 

The advice he would be able to give on the subjects just mentioned 

would be very helpful to his clients. Many business men, especially 
in the first strenuous years of their lives, live so near to their busi- 

nesses, an live so strenuously, that they get a wrong perspective. 

The business gets lop-sided, or top heavy, over-strained, or half 

starved for want of capital. At times like these a well informed 

Chartered Accountant with a good general knowledge of business, 

would, be of great value to such a man. The advice of such one com- 
ing in with his detached outside views, would often guide a business 

eff the rocks for which it might be headed. 

Business worries often come from a lack of knowledge of the 

details of business and business men often miss not having some 

such outside expert with whom they can discuss their difficulties. 

My ideal Chartered Accountant would be just the one a worried 

business man could consult with. Of course, he must see that he 

does not put off consultation too long to leave calling the doctor 

until you are dying is fair neither to patient nor doctor. 

Therefore, I say the functions of an ideal Chartered Accountant 

are not confined to columns of figures. 

I am a great believer in the “ pleasure side” of business, and 

think of it as one of the greatest games in life, and I am glad I am 

in it ; but to play the game properly and win you must know all its 

details. Business is full of romance, and there is great stimulation 
and pleasure in conducting a healthy, active successful business, 
not merely for the money there may be in it, but more particularly 

the fact of accomplishing something worth while. 

From what I have said you will gather that the functions of an 

ideal Chartered Accountant are very varied and most important. His 

relationship ‘to the business should be very close, intimate and con- 

fidential. Bearing this in mind, I should like to touch on one some- 

time forgotten, but very important function of my ideal Chartered 

Accountant. He must above all things, help his client to be honest, 

and neither negatively or positively condone anything approaching 

misrepresentation or dishonesty. Commerce in all its ramifications 

represents a very large portion of our community life. Commerce 

creates wealth, and is the foundation of a great state; it feeds, 

clothes and houses the people; it loads our ships with goods, develops 
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our mines forests and fisheries by creating markets, and giving 

facilities for transportation. Commerce builds our railroads and 

opens up our agricultural land. Commerce creates wealth to build 

our schools and churches and establish our institutions, enabling us 

to live in comfort far away from the points where most of the 

things we use and need are grown and made. In fact, commerce 

touches our individual and community life at every point. We see, 

therefore how necessary it is that those engaged in it are honest 

men. You may have commerce in a very rich community, immense 

imports and exports, large factories, etc., but if the men engaged in 

the work of directing that commerce, are not men of integrity and 

honesty, the moral standing of the whole community will gradually 

deteriorate. 
As a leading banker said to me the other day, discussing the 

subject of business morality : “ Honesty in a Bank was like virtue 
in a woman—once questioned or tarnished, it was rarely recovered.” 

And so it is with your profession. It should be one of the most 

sacredly regarded virtues. Members of your profession can do un- 

told good to the whole community by developing’ a high tone of 

honesty and integrity in your members. It is most important, of 

course, to raise the standard of efficiency and never lower it, but it is 

of infinitely more importance that the high tone now prevailing in 

your profession should not only be maintained, but raised as high as 

possible. 

It would seem to me that the future of your profession in 

Canada is very bright. When I first came to British Columbia, 

twenty-six years ago, there were many merchants in outlying 

points, and some in our cities who did not keep books. Practically 

speaking, no taxes were paid by anybody. Except in large compan- 

ies, it was not necessary for a business man to have a proper state- 

ment made out annually, but what a change has taken place ! espec- 

ially since direct taxation was imposed by the Government, and 

although we all dislike taxes if we are honest, we must admit that 

direct taxation has had in some ways a very beneficial effect on the 

method of bookkeeping, and has caused many business houses to 
give the details of their business much closer attention; and these 

taxes have come to stay. 

As time goes on, your profession will be needed more and more 

by the business community. Canada has made wonderful progress 

in the last quarter of a century, but it is nothing to the progress and 

advancement it iis going to make during the next twenty-five years. 

The young men of to-day have much brighter prospects than men of 

my generation had a quarter of a century ago. The next twenty- 
five years will be fraught with interest and encouragement. It is idle 

to prophecy, but with Canada’s natural resources hardly touched a 

small national debt, the sound position of our banking institutions, 
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and ‘the large amount of money on deposit in our banks, with all our 

unoccupied lands open for immigration, and with the eyes of Europe 

fixed upon us as the land of promise, it would appear that we are 
not too optimistic when we look forward to immense progress dur- 

ing the next quarter of a century. 

I appreciate the fact that you have given me the opportunity of 

speaking to you in this very sketchy and somewhat disconnected 
manner. [ take this opportunity of wishing your Association a 

year of progress. I trust that as you continue to increase the 

number of your membership you will see to it that those high 

principles so prominent in our foremost firms of Chartered Account- 

ants, are kept well in veiw, and that the commercial world will 

always feel that when they see the signature of an Associate mem- 

ber of your Association at the bottom of a statement, it will carry 

with it the character that will be the hall mark of integrity and 
truthfulness. 

149 



THE CANADIAN CHARTERED ACCOUNTANT 

THE EDUCATIONAL RESPONSIBILITIES OF THE 

CHARTERED ACCOUNTANT SOCIETIES 

By Gro. Epwarps, F.C.A. 

HERE is no such thing as privilege without responsibility. The exer- 

T= of any privilege impli s the acceptance of some definite respon- 

sibility. The privilege may be enjoyed in a personal or individual 

capacity, or collectively, or both. The-nature or measure of responsibility 

assumed will depend under such circumstances upon the value or extent of 

the privilege. Thus men and women are endowed with the privilege of 

parenthood, and with it goes the acceptance of the duties and obligations 

of family life. Certain of these responsibilities cannot be evaded, that, for 

instance, of providing support; others may be delegated, as, for instance, 

that of furnishing the education deemed necessary to fit for citizenship. 

In civilized communities every citizen enjoys privileges, for example, 

that of retaining and profiting by the fruits of his skill or industry. This 

privilege is secured to him by law, and law results from the acceptance by 

the citizen of the responsibility, individually, and also collectively with his 

fellows, for making laws and providing for their administration, with the 

expense which that involves. All persons in the community may in due 

course come into the full enjoyment of the privileges and assumption of the 

responsibilities which inhere with home life and good citizenship. 

Privileges may, however, be either common or special in their nature. 

Those to which reference has already been made are in the first named 

category. Special privilege is that which belongs to a class, and is not 

common to all. It may belong to rank, position, occupation or property. 

Various illustrations might be given of class privilege and its attendant 

responsibilities, but our own profession furnishes as good an example of it 

as any, although it may assist us to consider in its wider application the 

privileges and responsibilities of the professional classes of the community. 

A profession is generally understood to mean the exercise for gain of tech- 

nical mental attainments either by imparting like knowledge to others or 

by applying it to the needs of others. When, however, the attainments so 

exercised are due to the accident of natural gifts or to independent research, 

the confidence of those who employ the professional man rests upon per- 

sonal knowledge only of those attainments, and there is no collective respon- 

sibility to the public for their due or proper exercise. Nor, unless there is 

collective responsibility and a common standard of technical capacity, can 

there be said to be a profession, A profession is given its status solely 
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because a body of persons having or professmmg a common standard of 

technical knowledge have agreed to maintain such standard, and to hall- 

mark those persons who have proven that they have attained to it. The 

standards thus fixed, having been found adequate to the needs of the com- 

munity, and a distinctive designation or name having been given to those 

who have been found capable of rendering that standard of service, a 

privileged professional class comes into being, and those who enjoy the 

benefits enter collectively into a contract with whom it may concern, whereby 

they assume a definite responsibility, that of ascertaining and certifying to 

the qualifications of members of their class. 

This, then, is the responsibility of our privileged class, otherwise known 

as “Chartered Accountants.’’ The distinctive name has its origin in the 

fact that the body of persons which first. undertook the responsibility, 

secured its privileges by Royal Charter. Acts of Incorporation, or Letters 

Patent of Incorporation, are in effect the same thing, but accomplished in 

another way. Each proceeds from the source of authority, and delegates, 

within certain well defined limits, that authority to others. For its due 

and proper exercise the body so chartered is responsible to the authority 

that created it, which, under constitutional government, means the people. 

Someone may be prompted to observe that no member of a Chartered 

Accountant Society will deny the fact of responsibility, and that the only 

point about which there will be any difference of opinion is the nature or 

extent of it, and what it is incumbent upon us to do or abstain from doing, 

so that we may not be held to account. A view sometimes expressed is that 

a Chartered Accountant is one who has passed the prescribed examinations 

and been admitted to membership. Indeed, the language of many by-laws 

found upon the records of our Societies justifies that view. If this is a 

sound view, and in the faith of it we prescribe examinations and the can- 

didate gets the necessary marks, we have discharged our responsibilities. 

We have no educational responsibilities whatever. 

But the facts that we have made provision for student societies with 

avowedly educational objects, and that we have—or some of our societies 

have—encouraged the establishment of lecture courses, are evidences that 

we have admitted our responsibility, collectively, for the education of our 

student bodies. This admission of responsibility is to be accounted for in 

two ways: First, that it was a reasonable and proper duty for the Legis- 

lature—or source of authority—to lay upon some class of persons qualified 

to perform it; and second, the moral conviction which prompted that class 

of persons to accept the duty so delegated by the Legislature, as the price 

of obtaining, concurrently, the class privileges, designations and powers of 

regulation which formed the other part of the contract. 
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These Chartered Acocuntants who have articled clerks have individually 
undertaken to teach, that is, educate them, and even if there is not the 
form of articles, the duty is implied from the moment a clerk enters upon 
the term of service called for by our respective by-laws. Therefore, in the 
matter of educational responsibilities we cannot, at any rate, prove an 
alibi. 

Once we reach the point of frankly admitting that there rests upon us 

the responsibility for the education of our students, it follows that we must 

recast our definition of a Chartered Accountant. We must instead say that 

a Chartered Accountant is one whom we have taught or educated, or caused 

to be taught or educated, and having been so taught or educated, has passed 

certain examinations intended fairly to test the knowledge so imparted and 

acquired. 

It is to be feared that what has thus far been attempted by the Societies 

in an educational way has not been very well done. The lecture courses, 

from the nature of the case, include those subjects only which the good- 

natured lecturer (who is generally also a very busy practising accountant) 

happens to have on tap. Many essential subjects are apt to be left out 

altogether. 

To suggest that the practising principal imparts only casual and incom- 

plete instruction to his clerk may not do full justice to some of the less 

absorbed or more conscientious employers; but from the nature of the case 

here also it cannot be expected of the employer to do more than aid his 

clerk in the special line of his owm practice, which probably never covers 

more than a fraction of the range of study our standards require. 

So that we arrive at the point where, having admitted our educational 

responsibility collectively, and being unable to escape admitting it individu- 

ally, we find that the means thus far employed do not entitle us to say that 

there has been specific performance. 

It has already been allowed that some responsibilities are of a sort 

that they can be delegated. We might claim, therefore, a clean bill of 

health if we are able to show that we have a proxy who is doing the work 

for us. If the education of our students is being done for us, we must 

inquire, before dismissing ourselves from responsibility, as to the competency 

of the instructors, the range of the work done and the adaptability of the 

method employed. It might, however, be questioned whether, or to what 

extent we possess the right to shift these responsibilities and place them . 

upon other shoulders, having regard at any rate to the circumstances of our 

own case. This would seem to be the underlying consideration, and there- 

fore the first to examine. 
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It will be accepted as axiomatic that thé people through their elected 

representatives may delegate the performance of a public duty, but it is not 

always so clear that the delegate has the power of substitution. The dele- 

gate may obtain assistance, or adopt or employ means, but his individual, 

or as in our own case, collective responsibility remains. That is to say, 

he or we in any assistance obtained or means employed shall see to it that 

the duty is performed or the thing done for which we were delegated. 

Otherwise we hold our class or special privilege under false pretences. 

Wherein, therefore, we procure others to do what we have undertaken to 

do, we are bound to retain control, and the power to resume and exercise 

at any time, for or without cause, our own responsibilities. It will be 

evident that assistance or means so employed does not delegate any auth- 

ority whatever, so that when we safeguard our educational policy in this 

way, it only remains to assure ourselves that the duty is being adequately 

performed. 

What is involved in the term ‘‘adequately’’? First, the range of sub- 

jects prescribed. Second, the sources from which the knowledge of the 

selected subjects is derived. Third, the value, relatively, of the subjects. 

Fourth, the time, circumstances, and arrangement for study. Fifth, the 

competency of the instructors. Sixth, the co-operation of the employer in 

the matter of practical work. Other considerations may be involved, but 

these are the essentials. 

What are the circumstances of our own case, educationally considered? 

Mainly these, that our Societies, unlike the educational media which prepare 

the subject to perform the duties of citizenship by instructing him in the 

theory, and then turn him loose without any continuing sense of responsi- 

bility, profess and undertake to instruct him in both the theory and prac- 

tice of a professional class, and having done so, regulate him in the exercise 

of it, discipline him for infringing the rules, and finally, look to him in 

due course to ‘‘carry on.’’ ‘‘ Adequately’’ under such circumstances may 

have a meaning of its own. 

What has been done by the Chartered Societies thus far, by way of 

implementing their contractual obligations? So far as can be ascertained, 

all have defaulted, leaving.the duty to be performed in a casual or half- 

hearted way by private tutors and schools, or by universities, and depart- 

ments of commerce, and finance, none of them either under the control or 

the regulation of the Society, and therefore not operating in any sense 

whereby the Societies may claim to exonerate themselves. It does not im- 

prove our case to say that some one or some organization is doing it pretty 

well. We have their own testimony that they are doing it far better than 

153 



THE CANADIAN CHARTERED ACCOUNTANT 

we can, although amongst themselves they will each be disposed modestly 

to claim pre-eminence. Whatever their claim, ours is the shame and the 

reproach, for, saving a few unselfish and earnest men who have freely given 

their services (to the extent that we have made it possible) by lecturing to 

our students, we have gone our own way and minded our own private 

business. 

What about the students? We encourage them to form student socie- 

ties; leave them pretty much to their own resources as to the manner in 

which they carry them on; leave them to conduct a still hunt among the 

chartered accountants every year for those who may be found willing to — 

lecture to them; give them no power to compel attendance even to these hap- 

hazard events; and if they ask our advice as to this or that extraneous aid 

to technical knowledge, we tell them that we do not endorse any one in 

particular—they must pay their money and take their choice. Yet these are 

the men whose service we must have, whom we individually expect to main- 

tain the tradition of our respective offices, and upon whose loyalty and in- 

tegrity we stake our reputations. 

Of the student body in Ontario the attendance at lectures last winter 

averaged about twenty per cent. of the entire number. The remainder ab- 

sented themselves for various reasons, chiefly either requirements of their 

employers or preferring private tuition, the value of which can only be 

determined by what the promoters say of themselves. Parenthetically it 

may be stated that the record of the Ontario Institute examinations over 

a period of twenty-five years shows that the percentages of successful can- 

didates have not appreciably varied, so that the true inference from the 

circumstances may be that the student who digs out knowledge for himself 

is quite as well off as the one who avails himself of private tuitional facili- 

ties, and if so, then logically the conclusion must be that the chief, if not 

the only, end accomplished by an educational course is the exploitation of 

an inexperienced student body. Indeed, we might go further and deduce 

that the student of to-day had placed himself at a disadvantage by calling 

to his aid private tuitional facilities and abandoning the line of study 

undertaken by the student of two decades ago. Such a deduction would 

not be an unreasonable one, when it is borne in mind that the examination 

standard of the Ontario Institute has been practically constant during that 

time, the service requirements only having been made more exacting. 

But if the average student of twenty years ago, who in his own self- 

reliant way dug up the knowledge from text books or other sources, was 

as well fitted or prepared for his examinations as the average student of 

to-day, how does it come about that he is willing now to invest substantial 
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sums of money in correspondence or lecture courses? What is it that he 

expects to get for his money now, that he cannot get without it, or that 

the student of twenty years ago did not or could not get? Both passed the 

prescribed examinations with apparently equal facility, and it would be dif- 

ficult to differentiate by points or even generally between the product of 

then and now. 

The answer probably is that to the student there is a certain confidence 

inspired by the knowledge that his studies are being definitely directed, 

his work laid out for him, and the assistance of comment and criticism 

being afforded as he submits his work for review. The student of other 

days, having no one to lean upon, probably did much harder work, explored 

his subject with greater care, and it might well be that by reason of it 

his success under examination was the logical result. 

If this were the determining factor, we might well come to the conclu- 

sion that the best course for the Institutes to pursue in the interest of the 

student would be to advise him against making use of correspondence or 

lecture courses, and become self-reliant again, preparing himself for the 

examinations by the unaided study of his text books and the keener exer- 

cise of his faculty of observation during the periods afforded by his em- 

ployer for practical service. 

There are, however, other considerations to be taken into account. The 

most important, perhaps, is the desirability that the student body should 

be kept under observation, and this can best be accomplished by giving di- 

rection—officially—to the line of study which the student shall take up, and 

by obtaining and recording the evidence that the directions so given have 

been observed. Thus a measure of protection is afforded the professional 

body against the accident or contingency of a pass due to pure luck, or to 

the fact of a retentive memory for information superficially acquired. 

The opportunity for thus observing the progress of the student is lost, 

if his education is left to external agencies, and, per contra, it might well 

be that an official record of the student’s progress during his instructional 

term would be an invaluable aid to the board of examiners in deciding doubt- 

ful cases. 

At the present time the system of minimum marks obtained upon a 

written examination is the best means of determining technical capacity in 

the candidate, but we should not be satisfied with it if there is a better 

way. The inauguration of an educational system would seem to point to 

a better way, or to be more precise, improve the existing way and throw 

light upon it. 
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The true test of technical ability has been the object of much thought- - 

ful research. Originally the standard was that which the individual applied 

to himself alone, the minimum of knowledge, the minimum of common 

sense, the minimum of practical experience, which in combination constituted 

the minimum of ability to render useful service to the public and conse- 

quently enable him to derive therefrom the minimum, at the least, of finan- 

cial advantage and established reputation. It has always been easier for 

one to fix such a standard for oneself than for others, and much easier, 

relatively, than to come into agreement with other members of his class 

concerning the standard by which the qualifications of that class should 

be determined. 

The effort to fix standards and determine the exact tests which should 

be applied under such circumstances developes the sense of responsibility. 

This sense of responsibility has led naturally enough to a great divergency 

of views on the subject. It would be hardly possible to state here all of 

the many points of view which have found expression at one time or 

another, still less to compass them by discussion within the time available. 

Summarized, they fall. into the following categories :— 

First, the tests of general education. Second, the test of the written 

examination. Third, the test of the oral examination. Fourth, the test 

of service or experience. Fifth, the test of occupation. Sixth, the test of 

general business sagacity. Seventh, the test of study, otherwise the educa- 

tional test. Of them all, the last named is—considered as a test—the one 

upon which less emphasis has been laid than upon any of the others. Tests 

numbered one to six either singly, or some two or more of them in com- 

bination, have been regarded as sufficient, and we only require to examine 

historically the professional organizations we know of, and scan their lists 

of members, to discover that this is the case. 

If a definite and directed course of study for the student has not hith- 

erto been seriously regarded as a qualification for membership in our pro- 

fessional bodies, it can hardly be for the reason that such study is deemed 

unnecessary. If we deem it necessary that the student should cover a well 

defined range of subjects, either by reading, lectures or classes, or all com- 

bined, why do we not feel the responsibility sufficiently to make such study 

a condition without which membership may not be obtained in our Societies. 

It seems logical that we should do so. And if so, it must be logical that 

we accept the responsibility for telling the student just how far or fully 

he must go in that direction, and upon these premises the conclusion can 

hardly be avoided that we must provide the means, 
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This is the decision of the Institute of Chartered Accountants of On- 

tario. It is an unanimous decision, born of conviction that it is the 
right thing to do. But to make the decision effective is at present engaging 
the earnest attention of our select committee. Some conclusions have been 

reached, others are nearing their development. The most important are:— 

Fist, that the correspondence method of instruction is the only one 

which will serve the purpose, unless we deliberately set out to discriminate 

against the practising members of our Institute who are located in other 

parts of the Province than Toronto. The class method involving personal 

instruction would deplete their offices of students. 

Second, that the Institute cannot make use of original matter for stu- 

dents’ readings, in the sense that such matter is prepared by or for the 

Institute for that especial purpose. Such a policy would restrict unduly 

the liberty of the student, and impair the conclusions which he is entitled 

to draw from his study. It would, moreover, be by way of inviting 

invidious comparison between views necessarily imperfectly expressed by a 

corporate body and for which no one in particular could be held responsible, 

and the views of acknowledged authorities of wide repute. In any event, 

the Institute would have no power to dogmatize upon purely technical mat- 

ters. The basis of instruction, therefore, will be selected text books. 

Third, that the text books which form the basis for instruction must 

reflect the trend of the practice and the law in Canada, which follows 

British rather than United States precedents. Company law in Canada is 

based upon British law, and the practice in Canada is very largely involved 

with laws respecting companies. The same is true of common law, part- 

nerships and executorships. The personnel of our Canadian profession is 

wholly Canadian or British, and there is no indication of closer relations 

between accountants of Canada and the United States in a technical or prac- 

tical sense, although we are glad to believe that they are animated by 

sentiments of the most friendly nature towards one another. The decision, 

therefore, is that where there are available suitable text books by Canadian 

or British authors, these will be chosen. The selection of these books is in 

itself a task of no small difficulty, and it is not expected that the list will 

satisfy everyone. The present list will be subject to change, however, as 

other books better adapted for the purpose in view come under notice. The 

hope is, however, expressed that in the not distant future the Institute 

may be able to carry on this work solely from text books of Canadian auth- 

orship. 

Fourth, the study course must be carried through upon a definite time 

table, fixed with regard to the necessity for covering a definite range of 
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subjects during the interval between examinations. This will constitute an 
important departure from present day correspondence school methods, which 

begin at any time and proceed at the student’s own convenience. To meet 

the requirements of either a Spring or a Fall examination there will be a 

Spring and a Fall term, so that enrollments preceding the Spring term will 

enable the complete course to be taken before the Fall examination is held, 

and vice versa. 

Fifth, that the instruction given must be post graduate in its nature, 

that is to say, it must assume that the student has already acquired a cer- 

tain knowledge of the subject, such as, for instance, is furnished by our 

commercial high schools upon the subjects of bookkeeping and mathematics, 

knowledge not specifically implied by the fact that he has the requisite 

arts matriculation standing. The Institute has no warrant for entering into 

competition with commercial departments of high schools and business col- 

leges whose legitimate sphere is that of fitting men and women for mer- 

cantile positions. The aim of these instructional courses should be to sup- 

plement the work of these institutions to the extent deemed necessary to fit 

the student for membership in our Societies. 

Sixth, that for like reasons the instruction must, for the present at 

any rate, be given to those only who have declared their definite purpose 

to be that of qualifying for membership in our Societies. There is no 

doubt something to be said in support of the opposing view—that of placing 

these facilities within reach of all who may wish thereby to improve their 

technical knowledge. But here again, we are liable to be held to account 

for invading a field not our own, and moreover, already well occupied. The 

work to be done logically leads up to our examinations and nothing else, 

and in its application must be limited accordingly. 

Seventh, that all aspirants henceforth for membership in the Ontario 

Institute must take the prescribed instruction. This is a decision which 

will operate impartially, and dispose of suggestions of favoritism. The 

examiner will thus know that every candidate upon whose work he is called 

to pass has had certain definite opportunities of acquiring the information 

called for, and the answers given can thus be more intelligently valued. 

There will, of course, be no restriction upon the liberty of the student 

to supplement the official instruction in any way that seems to him desirable. 

Eighth, there can be no optional subjects. The instruction is designed 

for one purpose only, to educate the student for his future profession, and 

here again the requirements will be uniform, subject only to modifications 

due to the development of professional standards or practice. 
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It is expected that under the new order of things, there will be far 

fewer candidates relatively for the Ontario Institute Primary examination, 

which has hitherto been a sort of elimination event. The activities of so- 

cieties having for their object the welfare of the returned soldier, and 

equal privileges for women, are to some extent responsible for the remark- 

able increase in the numbers of candidates for this examination during 

the past three years, but it is also demonstrable that these activities have 

been due in some measure to our own failure to emphasize in some suitable 

way the necessity for definite preparation for the duties and responsibilities 

of our chosen profession. Perhaps ours, more than any other, is susceptible 

to such misunderstanding, for the reason that, unlike law, medicine, theology, 

engineering and many others, ours is simply a higher development of a 

certain sort of knowledge which people of any class or oecupation should 

have, and which is supposed to be easily and cheaply acquired. It would 

seem all the more necessary, therefore, if we are to maintain the dignity 

of our own class, that there should be definite rules strictly enforced, with- 

out which a person may not qualify for professional status. 

~~ Tt may not be out of place, even at this early date, to forecast the 

inclusion of cognate subjects of instruction, such as finance, banking, theor- 

ies of trade and exchange, economics, and others not now definitely consid- 

ered to be part of the necessary mental equipment of the Chartered Account- 

ant. It is noteworthy that the Institute in England and Wales is now 

prescribing for the first time an examination in Economics, and as we 

have usually run a pretty good second to that august institution, we must 

not lag far behind. | 

The foregoing program, although designed primarily for the needs 

of the Ontario situation, will be found flexible enough for adaptation to 

the needs of the students in the other Canadian Provinces. Provision will 

be made in due course for a measure of joint control as the need may 

arise, 

It is, perhaps, out of place to discuss more than the general features 

of the plan at this time. Your confidence in the outcome will be the measure 

of your confidence in the men who have undertaken it. We have confidence 

in ourselves, in our plan and in your reasonableness and goodwill. We 

recognize that we are enjoying by and with the consent of the people of 

our Province certain definite privileges, and that with these go certain 

responsibilities. We intend now making a serious effort to meet these 

responsibilities and discharge them. 
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CONSTITUENT SOCIETIES’ ANNUAL REPORTS 

QUEBEC 

To the President. and Members of the Dominion Association of 

Chartered Accountants. Vancouver, B. C. 

We beg to submit the Annual Report of the Asociation of 

Accountants in Montreal for the past year. 
The revision of our By-laws took place during this year, a 

complete new set of By-Laws being adopted on the 25th of May by 

the Association and approved by the Lieutenant Governor of the 

Province in Council, on the 19th day of July. Our By-Laws are 

now to a large extent uniform with the By-Laws of the other Prov- 

incial Institutes, with certain additional By-Laws necessitated by the 
peculiar conditions which exist in this Province 

There was no legislation affecting the profession passed by the 

Legislature of this Province during the past year. 

Our Membership now numbers 96, consisting of 84 Members 

resident in the Province of Quebec, 7 resident elsewhere in Canada 

and 5 resident outside of Canada. Six new Members were admitted 

‘during the year and we lost three: two by death and one by resigna- 

tion: making the net increase during the year three. 

In the month of May last, one Final and one Intermediate 

examination was held; for the Final there were 20 Candidates, of 

whom 2 passed the entire examination, while 5 passed in the Theo- 

retical subjects only. One of the latter passed in the Practical sub- 

jects in 1920. For the Intermediate there were 60 Candidates, of 

whom 30 were successful in passing the examination. 

There is agitation amongst the students for the date of the 

examinations to be changed from May to December, and unless there 

is some strong objection raised to the change at the convention, it 

is the intention of this Association to accede to the wishes of the 
students . 

The announcement by the Ontario Institute of its intention to 

establish Correspondence and Lecture courses for the Instruction 

of students was received with pleasure and the Course has been 

recommended to our Students. It is not possible to follow the ex- 

ample of Ontario and make the Course obligatory upon our students, 

owing to the rights possessed by McGill University and L’Ecole des 

Hautes Etudes Commerciales. Evening Lectures have been estab- 
lished at McGill University for the convenience of our Students, pre- 

paring for the Final Examinations, and it is hoped that the com- 

mencement which has been made in this connection may be extended. 

Respectfully submitted, 
JAMES HUTCHISON, President. 

R. WILSON, Secretary. 
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ONTARIO 

To The President and Members 

Dominion Association of Chartered Accountants 

We have the honor of submitting to you a brief report covering 

the work of the Institute of Chartered Accountants of Ontario for 

the past year. 

At the Annual General Meeting held in July 1920 an amendment 

to the By-Laws was adopted permitting a change of time for holding 

the Annual Meeting and leaving the selection of time and place to 

the Council. 
Under this authority and after careful consideration of the most 

convenient time for the members, the Council selected Friday 24th 

June, and Hamilton for the place of Meeting. 

The President Mr. Dilworth desiring to make the meetng more 

of a social event, issued a special call on the Members to devote the 

day to the Meeting that the members might have an opportunity of 

becoming better acquainted. 

The arrangements for the day as to service and entertainment, 

as well as the weather, were perfect to the enjoyment of over one 
hundred Members and Ladies. 

The programme consisted of an automobile ride Toronto to Ham- 

ilton and return (the autos being furnished by members without cost 

to the Institute) Luncheon at the Royal Connaught Hotel, Hamilton. 

Annual General Meeting during the afternoon. Dinner at the Lake 
Shore Country Club, Clarksons, Music and Dancing during the even- 
ing. 

By-Laws :—The By-Laws of the Institute were revised during the 

year with a view to meeting the recommendations of the Com- 
mittee on Uniformity of Standards as adopted by the Association 

last year. 

Instruction :—By far the most notable event in the history of the 

Institute during the past year was the decision of the Council 

to establish under the powers granted in our Act of Incorpora- 

tion facilities for the instruction of Registered Students. 

The problem of the proper education of the students has 

been the subject of much discussion for some years past but 

nothing of any very constructive importance was accomplished 

until Mr. George Edwards, early in the past year, advocated that 
the Institute should itself undertake the instruction of the Reg- 

istered Students. 

Under the new By-Laws a Board of Instruction, consisting 

of Messrs George Edwards, T. Watson Sime and Rutherford 

Williamson, was appointed and this body has been actively en- 

gaged in making preparations looking to the establishing of a 

faculty of instruction, to be carried on by the Institute. 
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It is expected that this work will be fully organized and in 

operation by the end of the present year. 
The courses of instruction when established will be obliga- 

tory on all applicants for examination. 

Change of time for Examinations :—During the past year the stu- 

dents renewed the suggestion made the previous year that the 

annual examinations be held in the month of December instead 

of May. 

The principal disadvantage urged in respect of May was 

that in most offices the work of the senior student was arduous 
during the months of January, February and March in each year 

and consequently he had little time to prosecute his studies for 

the May Examinations. 

After carefully considering this matter and after asking 

the students to vote a second time on the proposed change those 
in favor were so greatly in the majority that the Council decided 

to give the suggestion a trial. In consequence no examinations 

were held in May of this year but are due to be held the first 

week in December. 

Membership :—The membership at 30th April. 1921 was 262 as com- 

pared with 270 at 20th June, 1920, being a net loss of 8. It is 

most probable that if the Institute examinations had been held 

the number of successful students admitted to membership 

would have more than offset the loss referred to and shown a 
growth in membership. 

The change is made up by one admission by affiliation and 

nine losses, three of these being due to death, two to resigna- 

tions and four to other reasons. 

The losses by death were : 

Quincy Dorr Day, Toronto. 
Edwin J. Leishman, Toronto. 

Robert F. Spence, Toronto. 

Fellows :—During the year Fellowships have been conferred upon 

the following Members : 

R. Easton Burns. Kingston. 

J. Wyndham Eddis, Toronto. 

Fred Page Higgins, Toronto. 

D. McK. McClelland, Toronto. 

Henry J. Welch, Toronto. 

Rutherford Williamson, Toronto. 

Financial :—The financial statement showed a total income for the 

ten months of $3,618,16 and expenditure of $4,208.98 a deficit of 

$590.82 for the period. 

The Balance Sheet shows a surplus of $3,980.96. 

Library :—Additions have been made to the Library during the year, 

the selections being made by the Library Board: the members 

of which have been unremitting in their interest in this important 
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part of our organization. The volumes in the Library now num- 

ber 550. 

Students Association :—As a result of a larger membership and the 

financial assistance given by the accountant firms in Toronto, 

the students Association was able to carry on an interesting 

course of 50 Lectures and meet its expenses without obtaining 

any grant from the Institute. 

Tariff of Fees :—The Council appointed a Committee to obtain and 
distribute information as to the fees charged by the different 

firms in the Province. 
A questionnaire was sent out and a summary of the replies 

distributed subsequently to the Members but without making 

any suggestion or comment on the data. 

American Institute of Accountants :—Mr. George Edwards as the 

representative of the Association attended the Convention of the 

American Institute of Accountants held in Washington in Sep- 

tember last. 
Officers elected for 1921-1922 :—The Officers elected for the current 

Institute year are :— 

RE VORNOM. FS eee a Rutherford Williamson 

Piret: Vice-President a A re Arnold Morphy 

Second Vice-President ..............000008- Francis G. Jewell 

Secretary-Treasurer oo... ices cece es T. Watson Sime 

GOON ss oN. Pe ON, REF W. K. Colin Campbell 

Kriss A. Mapp. 

Representatives to Dominion Council :—A. K. Bunnell, Brantford; W. 

R. Morris, Peterboro ; A. C. Neff, Toronto. i 

Respectfully submitted : ; 
RUTHERFORD WILLIAMSON, President. 

T. WATSON SIME, Secretary. 
Toronto, July 15th, 1921. 

MANITOBA 

To the President, Council and Members of the Dominion Association 
of Chartered Accountants 

We have pleasure in submitting to you the following Report 
of the activities of the Institute of Chartered Accountants of Mani- 

toba for the year that has elapsed since the Dominion Convention of 
1920. 

The membership by classes stands as follows :— 

Clase \Ai es, oes 63 

Ss ES | oe ee 22 

Class Gee F1k 2. 29 

Class DB. eo £8 3 

117 
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which is a net increase over 1920 of four members. 

Seven new members were added to the Membership Roll, two 
resigned, and one Mr. W. J. Ptolemy, charter member of the In- 

stitute, died. 

Since our Annual Meeting we have also been called upon to 

record the death of a former President, Col .H. M. Cherry, widely 

known in the Profession in Canada, and in connection with his 

services overseas and in administrative capacity since the war. 

The following were the results of the examinations held Nov- 

ember. 1920 and May 1921 :— 

November, 1920. Candidates Passed Conditioned Failed 

RAE A  weig) oa, 5:4" bs piesa oh d Oo ibe WOO 5 4 4 

SSR eae Pmt ar | 5 4 4 

May, 1921.. eden s SS 

de Ga ee dls at at ae cease 2 2 12 

(a re 10 8 4 

The Students Society of this Institute has been re-organized dur- 
ing the past year and has made a very satisfactory progress. The 

classes under the University have been conducted in the same sub- 

jects as the previous year and with good sjuccess. 

Our Institute has given its qualified approval to the Correspon- 

dence Course being prepared by the Ontario Institute, and recom- 

mended by the Dominion Association advising our-students not to 

make other permanent arrangements in the meantime. 

The Council of the Institute has decided to again increase the 

term of services required of students so that beginning November 

1st, 1921 our new registrations will be for a term of five years. 

' At the Annual Meeting it was also decided to adopt a form of 
agreement for registered students, but the precise form of same is 

to be padsed on by the members at large before being fina'ly 

adopted. 
During the year the Council defined what they considered were 

some objectionable forms of advertising on the part of the Charter- 

ed Accountants, and forwarded to each member a copy of the resolu- 

tion so that they may be guided thereby. 
The Manitoba Branch of the United Accountants Limited, with 

Head Quarters in Alberta was formed during the year, and some at 

least of their members are using distinguishing initials. This mat- 
ter is under consideration of our Council and we feel that it ig a 

matter generally, that should be taken up by the Dominion Asso-_ 

ciation in order that some action in this or similar cases may be out- 

lined. 

For some time, owing to the growth of the Institute and its 

requirements especially in connections with Meetings of Council, 
Committees, and the Student Body and library, it has been felt that 

some changes in the line of further development should take place, 
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and it has been decided to secure permanent quarters and staff in 

order to properly carry on the business of the Institute, and also to 
provide better facilities for the oversight and encouragement of the 

student body. Largely with the view to meet the financial require- 
ments of such expansion the Annual Meeting approved of the change 

in the By-Laws, materially increasing entries and membership fees. 

On behalf of the members of the Institute of Chartered Account- 

ants of Manitoba we extend greetings to the Council and members 

of the Dominion ‘Association in session at this time in the Province 

of British Columbia. 

All of which is respectfully submitted. 

W. D. GLENDINNING, President. 

HUBERT READE, Vice-President. 

NOVA SCOTIA 

To The President and Council Of The Dominion Association Of 

Chartered ‘Accountants. 

On behalf of the Institute of Chartered Accountants of Nova 

Scotia we have the honour to submit the following report for the 

year- 1920-1921. 

Since our Meeting in Toronto in 1920 this Institute has been 

working quietly in the interest of the profession, and had little of an 
eventful nature to Report. 

MEMBERSHIP: Our membership, which was thirty-eight in 

1920 is now forty-two ; of whom forty-one qualified as members of 

the Dominion Association through this Institute. 
The distribution of members is as follows :— 

CANnGGS! isi nt bi ed law 40 

Newfoundland .. .. 1 

British India .. .. 1 

42 

The increase in membership entitles this Institute to two mem- 
bers on the Dominion Council and Mr. E. Kaulbach has been appoint- 
ed to act as the second representative. : 

EXAMINATIONS: The Annual examinations were held in 
May with the following results :— 

Entered Passed 
PUMA ae aa ET TRO Bae lg 2. 
Teemiiedigde |. 605 oe ar PG RS Aa 15 
PRAM esdic vrgrt. 5 ke Bin RIN hes ORE Be os OL OL ey 3 

29 .20 
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‘ 

“““ LEGISLATION: No Legislation of interest to our profession 
has been passed in this Province since our last Meeting, but the 

neighboring Province of Prince Edward Island passed an Act to 

incorporate an Institute of Chartered Accountants in that Island. 

This action on the part of the Government was reported to the 

President of the Dominion Association, and will probably be referred 

to in his Report. 

Following a period of prosperity, we are now sharing, with the 

rest of the Dominion, a time when business conditions are not at 

their best, and unemployment among the various trades is fairly 

prevalent. The prospects of immediate relief are not particularly 

bright, and a certain amount of hardship is to be anticipated during 
the coming winter. 

This Institute has pleasure in extending to the members of the 

Dominion Association of Chartered Accountants a very cordial in 

vitation to visit Halifax in 1922 as the guests of the Nova Scotia 
Institute. 

Respectfully submitted on behalf of the Institute of Chartered 
Accountants of Nova Scotia. 

T. HAROLD JOHNSON, President. 

H. D. CREIGHTON, Secretary. 

BRITISH COLUMBIA. 

To the Dominion Association of Chartered Accountants 

It is our duty and privilege to report to you on behalf of the 

Institute of Chartered Accountants of British Columbia on matters 
relating to our Institute, as follows :— 

Membership 
As at July, 1920 .. .. .. Janeen 
Admitted since the last Annual’ General Mecting “eam ee 

.123 
Deduct 

Resigned .. .. .. .. 3.0 -Lbik..» 45) ahed emetele alee 
Removed for Sundry ‘Reasons Ee 7 

Total 116 
This total of 116 comprised 27 Fellows and 89 Associates : ; 76 

Members were resident fin British Columbia, 7 in other parts of 
Canada, and 33 resided outside Canada. 

Meetings 

Eighteen Council Meetings were held during the last eleven 
months ended 31st May, 1921. 

a 
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Articled Students 

Since the 1st July, 1920, there were registered with the Insti- 

tute nine Articles of Clerkship and on 31st May there were thirty- 

nine’ students serving under Articles. 

Examinations 

The Annual Intermediate and Final Examinations were held in 

the month of pragmaber, 1920 and the results were as follows :— 

No. of Candidates Passed 

RS ee eee fee ae Eee 4 

OS SP ie Pega ne LS UP ee 2 

Finance 

The Balance at the Bank at 3ist May, 1921 was $1,983 and the 

Institute also held $500 Victory Bonds. 
Arrangements have been made with the University of British 

Columbia whereby Candidates for our Preliminary Examination sit 

for a limited Junior Matriculation instead. 

Owing to the excessive cost of printing no Year Book was 

issued for 1920-1921. 
In the autumn of 1920, a Society, composed of Chartered Ac- 

countants resident in Vancouver and known as the “ Chartered 

Accountants’ Literary and Debating Society of British Columbia,” 

was formed and several interesting debates were held during the 

winter months, the season being wound up with a very successful 

Banquet and Smoking Concert in April last. 

The Student’s Society, also, was fairly active during the past 

winter. 

Members of this Institute, who have to make periodical business 

visits to the United States, find themsielves greatly handicapped by 
the fact that the Profession of a Chartered Accountant is not 

acknowledged to be one of the “learned professions,” and perhaps 

this is a matter which might very well be discussed at this Con 
vention. 

Respectfully submitted, 

G. F. GYLES, President, 

J. B. WOODTHORPE, Secretary-Treasurer. 

SASKATCHEWAN 

To the President and Members of the Dominion Association of 

Chartered Accountants, Vancouver, B. C 

On behalf of the Institute of Chartered Accountants. of Sask- 

atchewan we have the honour to submit herewith the following report 

of the activities of the Institute during the past year. 
! 
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Membership :—During the year ten new members have been admit- 

ted nine qualifying by examination and one affiliating through a 

registered society. One member resigned leaving a net increase 

of nine members for the year. The total membership now 

stands at eighty-five of which sixty-eight qualify as members 

of the Dominion Association through the Institute. 

At the yearly examinations held in April last nine 
students were successful in securing their Primary standing, 

eleven in passing the Intermediate examination and eight in 

passing the Final examination. Two Intermediate and tw 

Final candidates were granted supplementals in one subject. 

Finances :—It is with pleasure we have to report that the financial 

position of the Institute is strengthening every year. 
By-Laws :—During the year the By-laws were revised and consoli- 

dated. The principal change being the introduction of the By- 
law governing Branch Offices. It is now compulsory that branch 

offices within the province be in the charge of a Chartered 

Accountant who is a member of this Institute. 

Tariff :—The tariff of fees was up for revision and increased fees 

of varying amounts were authorized. 

General :—The Scholarship scheme adopted by this Institute a few 

years ago has proved very successful and is found to be of 

greater assistance to the students than the awarding of medals 

etc. The Scholarships are awarded only to the Intermediate and 

Primary Students and can only be used in payment of tuition 

fees or for the purchase of necessary books. 

Many members of this Institute have expressed dis- 

appointment that the efforts of the Dominion Association to 

secure taxation rulings have failed but hope the matter will 

not be allowed to rest until the required rulings are secured. 

We are instructed to extend a hearty invitation to you to 

hold the 1923 Convention in Saskatchewan. 

All of which is respectfully submitted, 
F. J. PILKINGTON, President. 

THOMAS LAX, Secretary. 

ALBERTA 

To the President and Members of the Dominion Association of 

Chartered Accountants 

We have the honor to submit herewith the Report of the Insti- 

tute of Chartered Accountants of Alberta for the year 1920-1921. 

The Council of the Institute has held four regular business 

meetings, alternating between the cities of Edmonton and Calgary, 

and the annual meeting of the Institute was held in the city of Cal- 
gary in May. The principle has been adopted of holding the annual 

meetings alternately in Calgary and Edmonton. 
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Membership :—Last year we reported 55 members as qualified from 

Alberta, with 70 on our Roll. Because of the change of the 

Dominion By-Laws as to residence in Canada, we are able to 

report a larger percentage of our members as qualifying for 

the Dominion this year, viz 71 out of a total enrolment of 72 

Members. Five new Members were received during the year, 

four by examination and one from an overseas sister society 

while two members have withdrawn because of removal, the one 

to Toronto and the other to Vancouver, leaving a net gain of 3. 

Examinations :—Since the Primary examination is the University 
Matriculation examination, no record is kept by the Institute of 

the number of candidates therein. At the Annual examinations 

in May, there were 35 candidates of whom 17 sat for the Inter- 

mediate and 18 for the Final. The results were not as good as 

they should have been, there being only 8 complete successes 

while 6 others were granted supplementals. Of these four 

Final candidates obtained clear passes and four others were 

granted supplementals. The Council has arranged with the 

University for the conduct of the next Annual Examinations in 

the late Autumn instead of in the spring of the year and it is 

hoped that the students will find this more convenient All who. 
would have been eligible in the Spring of. 1922 are to be admit- 
ted to examination this Autumn and there wlll be no further 

examinations until the Autumn of 1922. 

Dominion By-Laws :—Assent was given to the proposals of the 

Dominion Association to increase the Annual Dues to $2 per 

member, and to delete the words “resident in Canada” from 

the statement of qualifications for membership in the Dominion 

Association. 

Annual Dues :—To meet these and other increased calls upon the 

financies of the Institute, it was agreed ito raise the Annual Dues 

of Members resident in Alberta to $20, while non-residents are 

required to pay only $10 per annum, these sums in both cases 
being understood to cover the $4 per member, payable in equal 

amounts to the Dominion Association and to the Canadian 

Chartered Accountant. 

Libraries :—Grants of $100 each were appropriated to the Associa- 
tion Libraries in Calgary and Edmonton respectively, and each. 

city has the nucleus of a good reference hbrary, accessible to 

all Chartered Accountants and Students-at-Accounts. 

Uniformity of Standards :—Careful attention has been given by a 

special Committee, then by the Council, and finally by the Annual 

Meeting, to a revision of the By-Laws of this Institute, to bring 

them into harmony with the suggestions of the Dominion 
Committee. The results have been turned into the Publication 

Committee of the C.C.A. in Toronto. and we trust will be found to 
have accomplished the desired results. Secretary Race has becn 
appointed local representative for the purpose of the Dominion 
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ANALYSIS OF A COMPANY’S BALANCE SHEET. * 

By Davin S. Kerr, C. A. 

GENERAL MANUFACTURED PRODUCTS COMPANY, LIMITED 

PRO FORMA BALANCE SHEET AS AT 

DECEMBER 31, 1920 

ASSETS 

Ret Ae ee ON Sih EAANG «oss go ap codes cp as wpe wes ASS $ 150,000 

MCW RHOOH LO OMCELE. 6... oe so cece estas sscesranstartase 30,000 
Open Accounts Receivable (Net)........... <5 ate aaa has eae 730,000 

EC EEOCOLW EDS \CINOUD 6 0.y o>: vic o'o xb 4.8 © bts ote 6 Sinlp 66 © eae 8 150,000 

Inventories at Cost or Market, if latter lower............ 450,000 

PORE PAN a 6 nad wh sy oi gina ap 0.6m t'o-9- ¥pik weeeteee $1,510,000 

Machinery, etc., at. Cost... ois cvsccesccviveccs $2,250,000 

UNOCRMRI AL TAT: MOE ya )a'e's sin bin'slclc's tia-w Wbue we a.e 1,450,000 

MUTE EE CERISE 5 cae C svatalg Piste Sosa se adasae Tae ottountaldte 450,000 

RSMMRUOI IL, isc. ie niesdin wibhelehsod dita: # Voeie) 0:0 ko 0hs ates 1 

Fined Assets.cc.cccosseccssscceintaioesers 4,150,001 

Sinking Fund Trustees...............0eee0es $ 51,000 

Deferred Charges to Operations.............. 7,000 

Other Asscta ry iiss wc eeves eee ee eeeeeee 58,000 

IE ac” Hs po RD Dips des» Lee ie Rawo owns hina oneal $5,718,001 

LIABILITIES 

MPN AMMEN, 270 ard L10's GAG I w Sie. 0's v'a.n.0 6.00 9.0.0 Gore's 6 6 Few beacons $ 300,000 

Open Accounts Pevakls ee ar Sr aA Sr rEe Pe 270,000 

SME ia ie aah sarsuy'sia teins awe ek so hom Waliaaeliamd 150,000 
WiMGOG, 2 AXOE, O1C., ACCTUOGs 06 onic asses vo cclemecacwaviens 75,000 

Preferred Stock Dividend Payable Jan. 1, 1921.......... ‘ 35,009 

Se UAS «LA DAITCIOR 5s ew nore tide &3.a anh. 0 arse bee ke Lee $ 830,000 

Bonds, 5% First Mortgage ciimaa.: Fund, due 

; MMNRINE SD ion fn. 6)%4:0/0:0. 4.00 mi vide Maekawa a nies aie $ 150,000 

Bonds, 6% Refunding, Sinking Fund, due 1935. 1,000,000 

Pumee TAaDIICS, . 6.5.6 oes ed dap be ceeonaels 1,150,000 

Total Liabilities to the Public............ $1,980,000 
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Reserve for Depreciation of Plant, etc........ 520,000 

Capital Stock :— 

Preferred 7% Cumulative (Par Value $100 

SOE PREG) a Wik. One g2nea bls lead owe Ve $2,000,000 

Common (Par Value $100 per Share) .-+- 1,000,000 

$3,000,000 

ORNs ais salt cn eee ees Coe onlaea, th eee ks 6 6 218,001 

Equity of Stockholders................. 3,218,001 

aT Pi Le 6S eiate Oa WR Ss BES OF -.+» $5,718,001 

CONTINGENT LIABILITIES 

Bills Discounted (Not yet due). $ 50,000 

Bonds Guaranteed Valea bbieee el 50,000 

$ 100,000. 

- WORKING CAPITAL AT Dec. 31, 1920 

Current Assets, as above....... $1,510,000 

Current Liabilities, as above..... 830,000 

Working Capital (Net)...... $ 680,000 

*Synopsis of Lecture. 
Bankers and Customers 

Loans versus Investments—Financing through difficult periods— 

Section 88 of Bank Act—Bank files regarding borrowers, etc. 

Balance Sheets 

Calendar Year—Fiscal Year—Balance Sheets for various pur- 

poses—Banker’s Form of Balance Sheet—Balance Sheet does not tell 

the whole story necessary to understand position of Company. 

Consolidated Balance Sheets 

Affiliated or Subsidiary Companies——Inter-Company transac- 

tions—Interlocking Directorates—Consolidated statements. 

Open Accounts Receivable and Bills Receivable 

Good—Bad—Doubtful—Large Customers—Important Contracts 

—Contingent Liabilities on Bills discounted important—Renewals of 

prior Bills. 

Inventories 

Cost or Market value—War Time Conditions—Reconstruction 

Period—Fluctuations and Market Values—Contracts uncompleted— 

Method of arriving at Inventory—Theoretical or Book Inventory—All 

liabilities for goods taken into accounts—Most difficult asset to ana- 

lyze—Fashions—Season Goods—Persons responsible for Inventory— 

Departmental Managers—Profit Contracts. 
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Machinery, Buildings, Etc. . 

Actual Cost—Leasehold Premises—Patents—Reproductive Cost— 

Revaluation—Depreciation Reserve not deducted, but shown among 

liabilities—Depletion—Work in progress—Balance of Contracts—Ob- 

solete Plant. 

Land 

Appreciation—Depreciation—Reserve Land for Extensions. 

Goodwill 

What is Goodwill—Going Concern—How book figures arrived at 

—Assets acquired by lump sum payments—Capital stock as part or 

full payment—Excess Values—Watered Stock—Reducing Goodwill 

Account—Reorganization of Finances. 

Sinking Fund Trustees 

Mortgage Deed securing Bond Issues—Provisions for Sinking 

F'und payments—Proceeds of Fixed Assets sold—Application of funds 

in hands of Trustees—Value of any Investments. 

Deferred Assets 

Careful scrutiny required—Advance payments—Royalties— 
Insurance—Discount on Bonds. 

Open Accounts Payable and Bills Payable 

Large Creditors—Affiliated Companies—How Bank’s position 

may be affected by other creditors—Uncompleted contracts— 
Claims—Litigaition. 

Preferred Stock Dividend 

No liability until dividends declared—Effect on finances. 

Bonds 

Various classes—Provisions of Mortgage Deed regarding 

Interest, Sinking Fund, etc.—Effect on Current Assets and Working 

Capital—Authorized Issue—Bonds outstanding—Future Financing— 
Reorganizations. 

Reserve For Depreciation of Plant, Etc. 

What is Depreciation ?—Replacements—Obsolescence—* Public 
Demand”—How Reserve used up. 

Capital Stock 

Authorized—Issued—Various kinds—Control of common stock 
—Stock without par value—Outstanding stock not represented by 
assets of equivalent value—Watered Stock—Discount on stock— 
Evading legal requirements—Book value of stock—Market value of 
stock—Fair value of stock—Effect of War on many important 
stocks. 
Surplus 

Large surplus does not mean dividend should be paid—Surplus 
and general reserves—Relation of surplus to capital stock. 
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Working Capital 
Net Liquid Assets—What constitutes working capital—What are 

classified as Current Assets—What are Current Liabilities— 

Fluctuations of working capital—Bank Loans and working capital. 

General - 

Outlook—Tariff—Source of supply of Raw Materials—Other 

Lgislation—Change in control of Company—Integrity—Specula- 

tion in Stock Market—Turnover and Capital—Percentage of Profit. 

*This synopsis is prepared to facilitate the study of some of the 

points discussed in a lecture delivered at McGill University, Mont- 

real, March 4th, 1921. The pro-forma balance sheet submitted is not 

intended to indicate all matters covered. 

PRICES, PERCENTAGES AND PROFITS. 

From the Standpoint of Business Control (By William R. Jex, 

Chartered Accountant, Winnipeg). 

HE object of all merchandising ‘is the acquisition of profit, and 

T profit is merely another name for the income that a merchant 

derives from buying and selling in supplying the needs of 

a community with his goods. 

It is a well-known economic law that prices tend towards cost of 

production. Demand and supply are no doubt the ruling factors, 

but economists tell us that over longterm periods exchanges are 

effected ait prices representing the average cost of production. 
While prices are thus in the aggregate uncontrollable, it is a fact 

that some merchants get better prices than others; and some earn 

more net profit on lower prices and with less capital. 
Another economic law is that retail prices do not follow 

immediately, either up or down, upon any sudden change in a manu- 

facturer’s cost of production, and it is within these intervals and 

between ‘these oscillations, that a merchant may hold his own or 

become rich or poor, according as to whether he has been alive to the 

outside conditions of his market and to the inside conditions of his 
business. 

Under such circumstances as these it is necessary for a 

merchant to be able to tell whether he is covering his expenses, 
whether he is losing his capital, or whether he is improving his 

position . 

No matter how fully he may have recorded the business facts of 

past years, he knows that each fiscal period he enters v~-~ ix “=n 

unchartered sea. He must forecast the probable needs of his selling 
market, his own effort and his probable profit. He may know 
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what his average gross profits have been for several years back, and 

they may be stated in percentages of his sales. These percentages | 
may help him to some extent in price making; but as they are 
only averages he cannot apply them to the selling price of every 

article he has to offer for sale. There must of necessity be some 

of his volume done on much less and some on much more. If he 
throws out all those lines that will not earn his average percentage of 
gross profit he might as well go out of business. If he could control 

his selling prices, absolutely, by a process of arithmetic, his position 

would be tolerably safe ; but, unfortunately, arithmetic plays only a 

small part in his success, and this he instinctively knows. 

His expenses may have been calculated as a percentage of his 
sales covering a period of years. It is a mistake, however, for a 
merchant to think that he can determine his current year’s expenses 

either as a percentage of his sales or of his cost, by using an 

average rate. Fixed expense in money will run closely the same 

year by year, but you cannot say what the percentage will be on 
present monthly sales. Variable expense will likely run the same in 

percentage, but not the same in money. This year’s actualities may 

be totally different from any that preceded it. What he needs to 

know is whether his actual day-by-day expenses (including fixed 

expense) are being taken care of out of his profits on day-by-day 

sales—not last year’s average expenses on this year’s actual sales. 

Watch Transportation Charges 

The fluctuations that go on at the sources of production, in 

reality, change instantaneously the values of the goods on the shelves. 

So do changes in transportation charges. And a radical change in 

either may compel an actual change in a retailer’s selling price at 

once, Stock depreciation also goes on continually, and in consequence 

of these changes in value there must be a continual re-making’ of 

prices, up and down. 

Sudden depreciation of goods, such as spoilage, is no different 

in principal from other diminishing values from whatsoever cause, 

but hitherto these matters have been the unrecorded facts of 

business. 

No matter how well kept a merchant’s books are, he is helpless 

against economic exactings if he does not, in some way, account for 

changing values. In some businesses it is possible to cost every 

sale; but even then, there are constant losses that never come into 

ecntact with a selling price with which to be measured. In other 

businesses it has been possible to keep stock accounts, perpetual in- 

ventories being maintained. And where these inventories are 

verified by a regular system of physical proof, a dependable state- 

ment of the financial position may be obtained. But fluctuating costs 

vitiate even this method, viewed from the standpoint of control. 

Some twenty years ago L. R. Dicksee, one of the most eminent 

chartered accountants of England, wrote a valuable treatise on 
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Company Bookkeeping, in which he drew attention to the fact that 

merchandise on hand at a branch store could be checked very closely 

by a head office’s adopting the practice of pricing all goods supplied 
to its branch at selling price. It follows that if a head office having a 

branch in another city can in some measure have an independent 

knowledge of the operations cof its branch and the value of the 
branch’s stock on hand at selling price, a manager or proprietor of any 

business is in no worse position with his own stock and his own 

progress. 

And this method has been developed into an instrument of 

control not only as to stock, but as to business progress. A great 

_ many merchants, with large businesses, have already adopted this 

method and price their physical inventories at the beginning of the 

year at current selling prices. The difference between this figure 

and the cost, which should have been the value taken credit for when 

closing the books, is the anticipated gross profit on the goods in 

stock. 
The merchant willnow set himself to accomplish the purpose of 

earning his anticipated profit. And a purpose to do something definite 

is better than a purpose to do as well as one’ can. His private 

records will keep his immediate future in view, and he will have new 

concentions of percentages as to their meaning and use. 

After the first month’s business he will be able to estimate his 

gross profits by the following equation: “As the balance of the 

inventory account at selling price is to the balance of the anticinated 
gross profit account, monthly net sales are to earned profits.” Or, in 

other words, find the percentage of the balance of the anticipated 

gross profit account to the balance of the inventory account and 

apply it to the monthly sales. 

If all mark-ups, mark-downs and inside losses have been re- 

corded in the anticipated gross profit account, and also in the 

inventory account at selling price, the earned profits thus estimated 

will not vary much in actuality, especially if the business has been 

departmentalized or separate lines of similar margins segregated. 

This scheme is not intended to take the place of the regular 

balance sheet and profit and loss statement made up on a basis of 

cost at the end of a fiscal year; but has much the analogy of the com- 
pass in navigation, which is in use every minute in steering the 

course of the ship whose course is changed from time to time by 

observations accurately taken. 
As stated at the beginning of this article, expense must be 

forecasted also, in figures. A forecast in per cent. would be danger- 

ous .It is all right and necessary to know what average percent. the 

expenses are to the sales for its certain purpose, that of a gauge in 

price making and in use with the velocity of turnover; but it is 

necessary to know in as near actual dollars per month as possible. 
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Neither fixed nor variable expenses are usually recorded in any 

fullness or correctness month by month in the merchant’s ledger. 

For instance, taxes are paid once a year. Interest is paid on per- 

manent loans at various dates. Depreciation isan evenly diminishing 

value of equipment, but only becomes subject to an entry on clesing 

dates. Then there are items that should be charged every month, 

such as rent, lighting, salaries for management, etc. 

In addition to the above there are other items that fluctuate 

somewhat with the business, such as wages to clerks, interest on 

current loans, general charges, insurance, advertising, and bad debts. 

The idea is to get a full stating of expense for each month, includ- 

ing charges that are known will have to be paid some time during 

the fiscal period, whether entered in the ledger or not. Some of the 
ledger accounts will show advance expense, so the ledger balances, 

so far as expense is concerned, must be modified, and the propor- 

tions not in the ledger supplied. 

The full proportional stating of expense each month will be 
compared with the monthly estimated profits, and the difference, 
whether a profit or a loss, will show which way the business is 
heading. 

(From Credit Men’s Journal.) 

THE INCOME WAR TAX ACT 

CHAP. 33. 

An Act to amend The Income War Tax Act, 1917. 

[Assented to 4th June, 1921.] 

Senate and House of Commons of Canada, enacts as 
follows :— 

1. Subsection six of section seven of The Income War 
Nae Tax Act, 1917, as enacted by subsection four of section five of 
1918, c. 25; Chapter fifty-five of the statutes of 1919, is hereby repealed 
hg Ss 4 and the following is substituted therefor :— 

aoe “(6). Every person failing to deliver a return pursuant 
to the provisions of subsection one hereof within the time 
limited therefor shall be liable to a penalty of five per centum 
of the tax payable by such person; provided, however, that 
such penalty shall not in any case exceed five hundred dollars: 

beso Ae and every person failing to deliver a return pursuant to any 
to file other provision of this section within the time limited there- 
returns. for, shall be liable to a penalty of ten dollars for each day of 

default; provided, however, that such penalty shall not in 
any case exceed fifty dollars.” 
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2. Subsection seven of section seven of the said Act, as 

enacted by section ten of chapter forty-nine of the statutes 

of 1920, is hereby amended by adding thereto the following 

paragraph :— 

“Tf any person liable to pay any tax under this Act pays Penaity 
as any instalment less than one-quarter of the tax as esti- for short 
mated by him, or should he fail to make any payment at the 

time of filing his return or at the time when any. instalment 

should be paid, he shall pay, in addition to the interest at the 

rate of six per centum per annum provided for by this sub- 

section, additional interest at the rate of four per centum per 

annum upon the deficiency from the date of default to the 
date of payment.” : 

3. Subsection eight of section seven of the said Act, as Urder- 

enacted by section ten of chapter forty-nine of the statutes of tivo, 
1920, is hereby repealed. nes el 

4. Subsection one of section nine of the said Act, as 

amended by section seven of chapter fifty-five of the statutes Failure to 
of 1919 and section thirteen of chapter forty-nine of the Comply 
statutes of 1920, is amended by striking out the words “ one demands. 

hundred” and substituting therefor the words “ twenty-five.” 

5. Subsection one of section ten of the saiid Act, as 

enacted by section fourteen of chapter forty-nine of the 

statutes of 1920, is hereby repealed and the following is sub- 
situated therefor :— 

“(1) After examination of the taxpayer's return the Notice of 
Minister shall send a notice of assessment to the taxpayer A&S<¢s* 
verifying or altering the amount of the tax as estimated by 

him in his return. Any additional tax found due over the 

estimated amount shall be paid within one month from the 
date of mailing of the notice of assessment. If the taxpayer 
fails to pay such additional tax within one month from the 
date of the mailing of the notice of assessment aforesaid, he 
shall pay, in addition to the interest provided for by subsec- 
tion seven of section seven of this Act, as enacted by section 

ten of chapter forty-nine of the statutes of 1920, interest at 
the rate of four per centum per annum, upon the said addi- 
tional tax, from the expiry of the period of one month from 
the date of the mailing of the said notice to the date of 
payment.” : 

6. The provisions of this Act shall be deemed to have senator 
come into effect on the first day of July, 1920. into force 
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TENDERING FOR AUDITS. 

(From Canadian Finance, Winnipeg) 

In a previous issue CANADIAN FINANCE commented upon the 

damaging effect upon the profession of accounting which must result 

if the practice of tendering for audits is encouraged the most recent 

offender in this respect is the Dominion Government which is now 

advertising through the board of grain commissioners inviting tenders 

for auditing the books and accounts of the Canadian Government 

elevator system. 

If auditing is similar to selling groceries, building bridges, con- 

structing buildings or making roads, then there can be no objection to 

submitting tenders, but if auditing is a profession which aims to give 

the public the benefit of individual skill, then a system of tendering 
will lead to a depreciation of standard, will put a premium on super- 

ficial work and will consequently re-act against the profession as a 

whole. 

Some may urge that this is a one-sided statement, but ‘is it ? 
The man who tenders for the supplying of groceries knows definitely 
what he has to do to fill the contract. The bridge-builder is given 

specifications upon which to base his estimate, the road maker is told 

definitely what is expected of him when he tenders on a road-making 
job but not so with the auditor. all he is told is that he is required to 

conduct an audit and every auditor knows that the average audit is an 

unkown quantity so far as the time and skill required is concerned. 

The introduction of a system of tendering for audits suggests a 

price-cutting contest which may lead toa class of service figured upon 

a time basis rather than upon a quality basis. The firm which submits 
the successful tender will be required to conduct the audit for a year. 
At the time of making the tender it does not know how long the audit 

-will take. Those responsible for compiling the tender would have to 

estimate the time and class of assistance required. It may be urged 
that in instances of this kind clients get just what they pay for. This 

may be true but it is not a desirable state of affairs. If a tender is 
based on an estimate of say six weekis’ work and the audit actually 

requires nine weeks’ work, the auditor has the option of working nine 

weeks for six weeks’ pay or omitting three weeks’ work and just de- 

voting the estimated six weeks to the audit. In either case the result 

is objectionable and not in keeping with the standards of the profes- 

sion of accounting. Tendering for audits should be allowed to die a 

natural death. This much desired result will come speedily if charter- 

ed accountants refrain from bidding against their fellows. 
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PROFESSIONAL EXEMPTIONS UNDER THE 

INCOME WAR TAX ACT 

Doctors, dentists, lawyers, architects and other professional men 

or women may either state their gross cash incomes or make a return 

of the total gross business done, including accounts outstanding. 

In addition to the statutory exemptions of $1,000 for unmarried 

men, $2,000 for married men and $200 for each dependent child 

under 18, medical men are allowed to deduct certain expenses incurred 

in theif business in computing their taxable incomes. If a medical 

man lives in his own home he is allowed to deduct a reasonable amount 

from his gross income to meet the carrying charges of that part of 

his home devoted to his profession. The amount thus deductible is 

usually a matter of adjustment between the doctor and the local 

collector. If the doctor rents the house in which he carries on his 

practice, he is also allowed to deduct a reasonable portion of the rent 

paid annually. Each taxpayer makes his own claim and each case is 

treated by the collector on its merits. 

In the case of a doctor owning or renting his own residence but 

practising at another address, no allowance whatever is made for the 

expenses of his private dwelling, but full allowance is made for the 

expense in keeping up the doctor’s places of business. If there are 

any office assistants the amount of their salaries is deductible from 

the gross income. But in the case of a maid in a doctor’s residence 

assisting at the telephone or the door, her full salary is not deduct- 

ible, but a reasonable portion thereof, probably 25 per cent., is deduct- 

ible as being part of the professional expense. 

Allowance for Motors 

As the owners of motor cars medical men are in class by them- 

selves. Reasonable allowance is made for the upkeep of their motor 

cars and for depreciation as well, the government conceding that the 

motor car is an essential requirement of every practising physician 

or surgeon. On the other hand, dentists, lawyers, druggists and others 

are allowed nothing on this score. Instruments purchased by medical 

men, x-ray outfits, books and equipment generally used in practice are 

recognized as essentials and a depreciation allowance of 10 per cent. 

in most cases, is made in computing the taxable income. Full allow- 

ance is made for the outlay in medicines, drugs and laboratory ex- 

penses, if any. 

Where the return shows the gross cash income no allowance is 

made, of course, for bad debts. But where the gross amount of busi- 

ness done is shown, allowance is made for such bad debts as have been 

actually written off during the year. In no case, however, will any 

allowance be made for debts incurred prior to January ist, 1917. 

181 



THE CANADIAN CHARTERED ACCOUNTANT 

Real Estate Income 

If the taxpayer, in addition to his professional fees, is in the 

receipt of an income out of real estate, this is also taxable. Thus, if 

he owns a house renting for $720 a year, for example, he is permitted 

to deduct all carrying charges, including municipal taxes, water rates, 

insurance charges, repairs and depreciation. If these expenses are 

less than the income the difference is taxable, but if the expenses in 

any given year have exceeded the income, the taxpayer is not per- 

mitted to deduct this loss from his other sources of income. 

The depreciation allowances on real estate holdings are 2% per 

cent. on the cost of a brick building and 5 per cent. of the tost if 

the building is of frame construction. If the professional man has 

dabbled in stocks his losses or his gains are not taken cognizance of, 

but if he has received dividends from any Canadian corporation his 

income from this source is taxable in the same manner as the surtax 

applies to ordinary incomes, namely, 1 per cent. of all dividends in 

excess of $5,000 and up to $6,000, and 2 per cent. on the excess of 

$6,000, and so on up. 

Money spent by a professional man on improving his education, 

post-graduate courses, experiments, fees in clubs and societies, and the 

like, are not deductible in any cases. 

Individual Returns 

Lawyers, architects, surveyors and others in the receipt of fees 

for their services, are allowed, in addition to the statutory exemptions, 

to deduct all the expenses of their offices, providing they are reason- 

able. In the case of law and other firms each individual member is 

required to make a separate return and attach to it a statement of 

the firm’s profits showing the percentage which the taxpayer received. 

Similarly dentists and druggists are allowed to deduct all the 

expenses of their places of business from the gross receipts, providing 

always that they are reasonable. 
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THE INCOME WAR TAX ACT AMENDED | 

LSEWHERE in this issue we publish in full the 1921 Amend- 

ment to the Income Tax Act. The penalty originally of fail- 

ing to deliver a return within the time limited therefor was 

25% of the amount of the tax payable. This has been reduced to 

5% such penalty not to exceed $500 and every person failing to 

deliver a return pursuant to any other provision of this section, 

within the time limited therefor, is liable to a penalty of $10 for each 
day of default, not however to exceed $50. 

The penalty of shortpayment was orginally 6% per annum. 

Taxpayers are now required to pay in addition, additional interest 

at the rate of 4% per annum upon the deficiency from date of 

default to date of payment. 

There is now no penalty for understating the true amount of | 
income. 

The penalty for not giving information, or making false state- 

ments has been reduced from $100 to $25 per day. 

The Department is now required to send a verification or other- 
wise of the taxpayers returns. If any additional tax is found due, 

the estimated amount must be paid within one month and if not 

paid, in addition to the interest provided for above, interest at the 

rate of 4% upon the additional tax will be charged. 

The above amendments are retroactive and come into effect on 

the ist of July, 1920. 

USE AND OCCUPANCY INSURANCE 

HILE we believe that most accountants to-day understand 

WV Use and Occupancy Insurance, we are of the opinion that 

a little explanation along this line may come in handy. 

Use and Occupancy Insurance is designed ‘to provide for main- 

tenance of revenue at a maufacturing plant or mercantile establish- 
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ment, where production or salex have been stopped, either wholly or 

in part, as a result of fire. 

The existence of this form of insurance at time of disaster helps 

concerns carrying it to tide over the trying situation after a fire, by 

supplying revenue necessary to offset the loss of production or sales 

and meet the numerous expenses which continue after a fire, and 

enables a concern to maintain its organization, pay dividends and 

protect its credit. 

Use and Occupancy Insurance covers loss of net profits, fixed 

charges, such as rents, taxes interest on bonds and notes, royalties, 

the cost of heating, lighting and watchman service and salaries of 

employees under contract, or those whose services must be retained 

in order to resume operations promptly. 

This form of indemnity contemplates a per diem allowance on a 

full annual basis, meaning 300 working days, or, in the case of nub- 

lic utility concerns 365 days. Loss is computed from the day of 
occurrence of fire to time when buildings and equipment could, with 

ordinary diligence and dispatch, be repaired or rebuilt, is not limited 

to day of expiration of policy and does not await actual resumption 

of operations. 
The ordinary fire policy protects capital invested in buildings, 

machinery, eguipment and stock. 
Use and Occupancy Insurance protects the income from such 

invested capital. 
Loss of income due to inability to manufacture or sell goods 

may be much greater than actual property damage. 

Protection of Income is equally important to the manufacturer 

or merchant as protection of capital. 

SALES TAX RULING 

and Inland Revenue with reference to a sales tax which had 

been paid by the manufacturers in goods sold to a person 

who afterwards became insolvent. 

It appears that the manufacturer, in making his return to the 

Collector of Inland Revenue, included the amount of the 2 per cent 

sales tax which was due on the goods supplied. Subsequently, the 

purchaser became insolvent, and the manufacturer asked for per- 

mission to deduct from his next return to the department, the 

amount previously forwarded as the sales tax on the transaction 

referred to. 

In making the decision, the department stated that the sales 

tax, as imposed, falls on the purchaser, and the Act designates the 

agency of collections as being through the medium of wholesalers or 

A RECENT ruling has been made by the Department of Customs 
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manufacturers. Sales tax which remains unpaid by purchasers is, 
therefore, due the Crown, and when the purchaser becomes insolvent, 
when owing taxes on purchases, such unpaid taxes constitute a pre- 

ferential claim on the insolvent estate. 

In the event of the assets of the insolvent failing to satisfy the 

amount of the sales tax, the department has ruled it will not be re- 
funded to the vendor. 

INCOME TAX RULING 

RULING upon the status of commercial travellers under the 

income tax laws has been issued by the Department of 

Finance at Ottawa as a result of complaints lodged by var- 

ious commercial travellers associations throughout the Dominion as 

to the manner in which the taxation branch was treating their 

traveling expenses in connection with the income tax returns. 

Under the new rnling, commercial travellers must show all 

moneys received by them from their employers. They will be allow- 

ed as a deduction from the moneys so received all expenses actually 
and necessarily incurred in the conduct of their business. From 

such expenses there will be deducted the sum of $1 for each day’s 

travelling, this amount representing personal and living expenses, 

which, although usually included in a traveller’s expenses, are not 

directly attributable to his business. 

CAN A TOWN DISTRAIN AFTER AN ASSIGNMENT ? 

AS a municipality the right to distrain for taxes after an as- 

IW signment under the bankruptcy act ? 

At Osgoode Hall Toronto, Registrar Holmestead directed that 
the chattels of the Village Inn, Oakville, be delivered to the trustees 

without prejudice to the municipality’s claim. 
If the trustee, after selling in the ordinary way. denies this 

priority right, Oakville, in all probability, will appeal to the judge- 

in-bankruptcy. 

The point is a new one under the bankruptcy act. 

On the day following the Village Inn’s assignment, Oakville 

seized the chattels for tax arrears. The question to be answered is: 

Was the municipality within its rights in doing so ? 

INTERESTING TAX DECISION 

the word. This decision which will be of interest to account- 

tants generally, is embodied in the judgment handed down 

in the exchequer court of Canada in the test case of King vs. Ped- 

rick & Palen, merchant tailors, Ottawa. 
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{ 

The case was one in which the Crown sought to collect a 2 per 
cent. manufacturers’ tax on all transactions effected by this firm 

since May 19, 1920. The defendants disputed the Crown’s designa- 

tion of their business as that of “manufacturers.” 

In giving its decision for the clothing firm the court rules that 

_ the word “ manufacturer” must be taken in its commonly accepted 

meaning. It would be doing a violence to the English language to 

hold for instance a humble seamstress or dressmaker, making a few 

dresses for customers to be a manufacturer. There is but one sane 

conclusion to be arrived at, if one is to be guided by common sense, 

and that is that the retailer is not a manufacturer in the general 

acceptance of the word. 

BUSINESS ECONOMY 

HE Bank of Commerce superintendent for Manitoba and 

4; Saskatchewan, Mr. C. W. Rowley, aptly outlines the basic 

principle on which business now has to be conducted. He says: 

“The disposition of the many during the last few years has 

been to demand ‘Let me see your profit statement,’ whereas it 

should have been ‘Let me see your cost sheet.’ The true test of 

success is business is not profits, but economy. Profits often come 

from good fortune or conditions over which one has no control, for a 

fleeting period of inflation. A business structure built solely on the 

profit sheet of a moment will not stand—good business, to be steady 

and sure, must be erected on the solid rock of economy. The 

merchant, manufacturer, jobker and business man know that losses 

are bound to come, and in times of prosperity should provide for 

these losses, as the law of 2verage is bound to overtake him.” 

REVIEWS 

MunicirpaL Accounts—Third Edition, by John Allcock, F.S.A.A. 

(Volume XXI. of “The Accounts’ Library Series.”) Price, 11s 6d, 

post free 12s. 

This work is based on the methods adopted by some of the leading 

municipalities in England. The entire system of Bookkeeping and 

Checking of Municipal Accounts is dealt with, and facsimiles of all 

Books and Forms recommended are given. Published by Messrs. Gee 

& Co., 14 Queen Victoria St., London E.C. 4, Eng. 

PERSONAL 

Messrs. Harvey Richardson, Cole & Robertson, Edmonton, an- 

nounce removal of their office to 604-5 Agency Building. 
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Messrs. Clarkson, Gordon & Dilworth, Chartered Accountants, 

Toronto, announce that they have opened an office at Montreal, Que., 

in the Bank of Toronto Chambers, St. James Street, with Mr. Robert 

Shiell, C.A., as resident partner. 

Mr. W. B. Campbell, C.A., of Messrs. Price, Waterhouse & Co., 

has been transferred from the Detroit to the New York office. 

Mr. William H. Willis, C.A. late of London, Ont., has opened an 

office for the practice of his profession at 1400 Broadway, New York. 

Messrs Rorie & Small, Vancouver, have opened an office in the 

Federal Building, Prince Rupert with Mr. George Rorie C.A. in 

charge. 

Mr. Albert E. Nash C.A. late of Messrs Nash & Nash, Edmon- 

ton has joined the staff of Messrs Clarkson, Gordon & Dilworth, 

Toronto. 

Mr. Hector W. Fielden C.A. announces the opening of an office 

at 401 Flanders Building Philadelphia, Pa. for the practise of his 

profession. 

Messrs Mackay Irons & Co. New York announce that Mr. Doug- 

las H. Strachan C.A. has been admitted a partner with office at 165 

Broadway, New York. 

Mr. R. Burleigh Taylor, C.A., wishes to advise his clients and 

friends of his change of address from 97 St. James Street to 212 Mc- 

Gill Street, Montreal. 

Hubert Reade & Company, chartered accountants, Winnipeg, 

announce that P. A. Gibbs, C.A., is admitted to partnership, and that 

the firm name remains unchanged. 

His Majesty the King of the Belgians has been pleased to confer 

upon Mr. W. Sidney Ronald, C.A. of Winnipeg the National Relief 

Medal in recognition of his generous services towards Belgium during 

the war. 

Mr. W. M. McKinnon, C.A., of Ontario, formerly with Price, 

Waterhouse, Peat & Co., Paris, France, announces that he has com- 

menced business on his own account, with office at 9 Rue Lincoln, 

Paris, France. 

Messrs, Oscar Hudson & Co. Chartered Accountants of Montreal, 

Toronto, Winnipeg and Vancouver, announce the opening of an office 

in Canada Life Building St. John, N.B. with Mr. Arthur E. Cox, C.A. 

as resident partner. 

Mr. A. C. Neff, who has for many years carried on business as 
a chartered accountant under the firm name of A. C. NEFF & CO., 

has taken into partnership Mr. Ian P. M. Robertson, C.A., under the 

firm name of NEFF, ROBERTSON & CO. Mr. Robertson is a 
member of the Society of Accountants in Edinburgh, and of the 

Institute of Chartered Accountants of Ontario, and has been asso- 

ciated with Mr. Neff since 1913. 
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Mr. B. F. Griggs, C.A. announces that he has retired from the 
firm of Ronald Griggs & Co., Winnipeg and will practise on his own 

account with office at 406 Notre Dame Investment Building, Winni- 

peg. 

Mr. P. Dalziel, C.A., announces that he has opened offices at 802- 

803 Herald Building, Calgary, Alberta, where he is practising on his 

own behalf as a Chartered Accountant. Mr. Dalziel has had wide 

experience in the winding up of companies and in insolvency work, 

having been Liquidation Manager at Calgary for the Trusts and 

Guarantee Company, Limited, for the past eight years. He has been 

appointed an Authorized Trustee under the Bankruptcy Act, and will 

devote considerable attention to bankruptcy practice. 

Messrs. Price, Waterhouse & Co. announce that the association 

between Messrs. W. B. Peat & Co. and themselves in South America, 

Egypt and Holland, has been extended to cover Continental Europe 

and South Africa, and that in future they will represent Messrs. W. 

B. Peat & Co., in Canada, the United States and Mexico. The coun- 

tries in which offices are maintained by the associated firms are as 

follows: United States, Canada, Mexico—Price, Waterhouse & Co. 

Great Britain—Price ,Waterhouse & Co., W. B. Peat & Co. France, 

Belgium, Holland—Price Waterhouse, Peat & Co. Argentina, Brazil, 

Chile, Uruguay—Price, Waterhouse, Faller & Co. Egypt, South 

Africa—Price, Waterhouse, Peat & Co. 

Herbert Meade Cherry 

Lt.-Col. Cherry, President of the Institute of Chartered 
Accountants of Manitoba in 1913, died in Shaughnessy Military 

Hospital, Vancouver on July 6th, 1921. 

Lt.-Col. Cherry went overseas in 1914 with the 8th, Bn. 

C.E.F. and after service in France was transferred to the 
Auditor-General’s Department in London where his accounting 

ability enabled him to render very valuable service to his coun- 

try. 
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CORRESPONDENCE, 

Montreal, February 2nd, 1921. 

The Editor, 
Canadian Chartered Accountant, 

Toronto, Ont. 

Dear Sir,— 
In clearing out some last years papers I turned up the following 

puzzle which might interest some of our members. 

Take any number of pounds shillings and pence providing the 

pounds do not exceed 10 and the pence do not exceed the pounds 

reverse and subtract, reverse again and add and the answer will 

always come L12 18S 11D as below. 

L Ss D Beg D L Ss D 

6 $ 4 reverse and subtract Sama Wy | 8 9 10 6 

4 3 6 S.-i 9 6 10 9 

1 19 10 reverse and add 19> -i1 2 19 9 
10 19 1 11 19 9 19 2 

L12 S18 Dil answer L12 $18 Dil L12 S18 Dil 

This may be an old stunt. if sono harm done otherwise the 

question could be put why does it always come the same. Wishing 

every success to the Canadian Chartered Accountant yourself in 

particular believe me. 

Yours Truly, 

J. DONALD ANDERSON. 

SIGNED STATEMENTS. 

The Editor, 

Canadian Chartered Accountant, 

Toronto, Ont. 

Toronto, May 3rd, 1921. 
Dear Sir,— 

1. The matter of signing financial statements, is being brought 

to my attention in a manner that I do not approve of, and the 

thought occurred to me, that a line in the “Canadian Chartered 

Accountant,” may bring other views on the subject. 

2. The Bank, Income Tax Department, Business Profits War 
Tax. Mercantile Agencies, and various other organizations make 
a request for a signed auditors statement for a Company, and this 

to me, seems a request impossible to comply with. 

3. Signed statement being the original of the report, is a 
financial document, and it is quite obvious that there can be only 
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one. Numerous unsigned copies, of course, can be given without 

inconvenience. 
4. The point I wish to emphasize is that if Chartered Account- 

ants, are to give signed statements to everybody that asks for one, 
there will be no end to the amonut of work and confusion that will 

come from it, and I think a stand should be taken by members of the 
profession, to eliminate all this. 

5. When stating to the Bank, that our firm, as a general prac- 

tice, only gave one signed copy of the Annual Statement, I was told 

that we were the only firm of Chartered Accountants, out of about 
one hundred, that the bank did business with, that took this stand. 

6. The matter seems to me, a very important one, and for this 

reason, I would appreciate any publicity you could give to these 

views. 
Yours truly, 

JOHN CLARKE, C.A. 

; Montreal, September 16th, 1921. 

The Editor, 
Canadian Chartered Accountant, 

Toronto, Ont. 

Dear Sir—Would you be good enough to publish the following 

article in the next issue of the Canadian Chartered Accountant : 

The members of the Association of Accountants in Montreal have 
recently formed a Golf Association open to all members of the 
Association in Montreal. The first competition was held at the 

Beaconsfield Golf Club on September 14th, some twenty of the mem- 

bers taking part. At « meeting held after the competition the fol- 

lowing officers were elected : 

President—Mr. James Hutchison, 

Vice-President—Mr. W. Garth Thomson, 

Secretary-Treasurer—Mr. S. R. Campbell, 
With the following Committee : 

Messrs A. F. C. Ross, C. A. Hodgson, John Paterson and D. Binny 

Robertson. 

Lhe President, Mr. Hutchison, has very kindly offered to donate 

a trophy to be played for annually by the members, and it is ex- 

pected that great interest will be shown in the competitions to be 
held next year. 

It is to be hoped that the step taken by the Montreal Association 

will be followed by sister societies throughout the Dominion and 

that other professions will follow the lead of the Chartered 

Accountants, and ,that inter-Club matches may result from the for- 

mation of similar Association.” 

Yours very truly, 
Montreal Chartered Accountants Golf Association, 

S. R. CAMPBELL, 
Secretary-Treasurer. 
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THE INSTITUTE OF 

= CHARTERED ACCOUNTANTS OF ONTARIO 
TOT) | TT 

(Incorporated 1883.) 

Rutherford Williamson, President. T. Watson Sime, Secretary. 

W. J. Valleau, Registrar. 

ANNUAL MEETING 

The 38th annual general meeting of the Institute of Chartered 

Accountants of Ontario was held at the Royal Connaught Hotel, 

Hamilton, June 24th last, and was largely attended, representatives 

from all parts of the province being present. The work of the past 

year was reviewed by the president, Mr. Robert J. Dilworth, of Tor- 

onto, whose address was of much interest. 

The election of officers for the ensuing year resulted as follows: 

President, Rutherford Williamson; First Vice-President, Arnold 

Morphy ; Second Vice-President, Francis G. Jewell. Secretary- 

Treasurer, T. Watson Sime; Council, R. Easton Burns, Kingston ; 

Arthur A. Crawley, Ottawa; Robert J. Dilworth, J. Wyndham Eddis, 
George Edwards, iall of Toronto; Christopher A. Fleming, Owen 

Sound; Fred Page Higgins, Toronto; Francis G. Jewell, London ; 

Arnold Morphy, Gustavus M. Mulholland, Arthur C. Neff, Frank E. 

Roberts, T. Watson Sime, Henry J. Welch, Rutherford Williamson, 

all of Toronto. Representatives on Council of the Dominion 

Association of Chartered Accountant: A. K. Bunnell, W. R. Morris, 

A. C. Neff; Auditors, W. K. Colin Campbell, Kris. A. Mapp; Regis- 

trar, William J. Valleau, Toronto. 

Lieut.-Col. H. M. Cherry, C.A. son of Mr. and Mrs. J. A. Cherry, 
of Toronto died at Shaughnessy Military Hospital, Vancouver, on 
July 6th. 

He enlisted in August, 1914, was in France one year, and then 
became assistant general auditor of the Canadian forces. His 
military services ended in August, 1920. His health suffered in the 
first year of the war, and required constant care afterwards. 

Col. Cherry, had practised in Winnipeg and Brandon, and was 
opening an office in Vancouver. 

Duncan B. MacDonald, C.A., aged 48, partner in the firm of 
Oscar Hudson & Co., died at the Western Hospital after a short 
illness from cancer. Born in Giengarry, Ont. for several years he 
was accountant with the Spanish River Pulp and Paper Mills. Nine 
years ago he came to Toronto. Surviving are his widow, eight boys. 
and two daughters. 
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THE INSTITUTE OF 

CHARTERED ACCOUNTANTS OF 

BRITISH COLUMBIA 

(Incorporated 1905.) 

G. F. Gyles, President. J. B. Woodthorpe, Secretary-Treasurer. 
—_——— 

CHARTERED ACCOUNTANTS OF B. C. MEET 

HE annual meeting of the Institute of Chartered Accountants of 

British Columbia, was held in Vancouver recently. 

The following members were elected to serve on the council for 

the ensuing year, W. R. Carmichael, A. L. C. Chalk, H. C. Chiene, A. 

H. Edwards, J. D. Forsyth, G. F. Gyles, G. E. Winter, J. B. Wood- 

thorpe and J. H. Young. 
Messrs. G. E. Winter and A. H. Edwards were elected to re- 

present the institute at the annual meeting of the Dominion Asso- 

ciation of Chartered Accountants. 

At a council meeting held subsequently the following officers 
were elected, viz: President, G. F. Gyles; vice president, H. C. 

Chiene ; secretary-treasurer, J. B. Woodthrope. 

THE CHARTERED ACCOUNTANTS STUDENTS’ SOCIETY 

OF BRITISH COLUMBIA 

SCHEDULE OF MEETINGS—SEASON 1921-1922 
INTERMEDIATE DIVISION 

October 25—Consideration of previous examination questions on 

AUDITING. 

November 1—Consideration of previous examination questions on 

BOOKKEEPING. 

November 8—Considerations of previous examination questions on 

ACCOUNTANCY. 

November 15—Consideration of previous examination questions on 

ACCOUNTANCY. 

November 22—Consideration of previous examination questions on 

COMPANY LAW. 

November 29—Consideration of previous examination questions on 

COMPANY LAW. 

December 6—QUESTION NIGHT. 

(Members to bring any questions on doubtful points arising in 

the course of their studies.) 
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* FINAL DIVISION 

October 25—Review of Notes on Auditing. (Montgomery.) 

November 1—Problems in Accountancy. (Greendlinger.) 

November 8—Problems in Accountancy. (Greendlinger.) 

November 15—Review of Notes on Law (All). 

November 22—Review of Notes on Law (All). 

November 29—Review of Notes on Law (All). 

December 6—Questions. 

NoTE—A member of the C. A. Literary and Debating Society 

will be in the chair at each meeting. The Committee has in view for 

the balance of the season a series of meetings to be held every fort- 

night, which will include debates and lectures, a mock creditors’ meet- 

ing and a Prize Essay night. Arrangements will be made for this 

immediately after the examinations. 

CHARTERED ACCOUNTANTS’ LITERARY DEBATING SOCIETY 

OF B.C. 

SCHEDULE OF MEETINGS—SEASON 1921-2 
1921 

Oct. 13—HAT NIGHT—Members present to draw from a hat a sub- 

ject on which to speak for five minutes. 

Oct. 27—-PAPER—Half hour paper by A. L. C. Chalk, Esq., on “Rud- 

yard Kipling,” followed by general discussion. 

Nov. 10—DEBATE—Formal debate on resolution to be drafted at 

meeting held on Oct. 13th. 

Nov. 24—LECTURE—Lecture by L. Haweis, Esq. (University of 

B.C.) on “Oriental Extravagance in Literature,” followed by 

general discussion. 

Dec. 8—MOCK PARLIAMENT—Arrangements to be made at meet- 

ing held on Oct. 27th. 

_ Dec, 22—PRIZE NIGHT—Ten minute original papers on any sub- 

ject by members. Prize to be given for the paper adjudged best 

by the meeting. 
1922 

Jan. 5—GENERAL DISCUSSION—On a subject chosen at meeting 

held on Dec. 8th. 

Jan. 19—PAPER—Half hour paper on a literary subject by a mem- 

ber of the Society, followed by general discussion. 

Feb. 2—DEBATE—Formal debate on resolution to be drafted at meet- 

ing held on Jan. 5th. 

Feb. 16—LECTURE—Lecture on a literary subject, followed by gen- 

eral discussion. 

Mar. 2—SPEECH NIGHT—Seven minute speeches (not papers) by 

members on subjects to be chosen by the speakers. 

Mar. 16—MOCK TRIAL—Arrangements to be made at meeting held 

on Feb. 2nd. 

Mar. 30—ANNUAL BANQUET. 

193 



THE CANADIAN CHARTERED ACCOUNTANT 

THE INSTITUTE OF CHARTERED 

ACCOUNTANTS OF SASKATCHEWAN 

(Incorporated 1908.) 

SANTINI Ni INL INZIS 
(GK —_— 

F, J. Pilkington, President. Thomas Lax, Secretary. 

The Annual meeting of the Institute was held on May 27th, 

1921, at Regina, a good number of members being present. The 

President, Mr. B. R. Masecar, presiding. The presidental address 

reviewed the activities of the Council during the past year and 

brought forward a number of questions for discussion and for the 

opinion of the general meeting. The matter of joining with the Ontario 

Institute in carrying out the proposed educational course was thor- 

oughly discussed. During the discussion it was suggested that the 

University would look favourably upon a proposition to put on an 

extra mural course in accounting. It was decided, however, to take 

no action at the present but to have the new Council secure all avail- 

able information regarding same. A proposal to change the date of 

the annual examinations was brought forward, the feeling of the 

meeting being that fall examinations are preferable, it was decided 

to secure the opinion of the student bodies before making a rec- 

ommendation. Dissatisfaction was expressed at the delay of the 

Ottawa authorities in getting out the rulings on Taxation. The 

delegates to the’ Dominion Convention reported on the various 

matters taken up. The members support the action of the delegates 

in striving to have the proceeding of the Convention made available 

to all members. V. J. Ferguson, of Saskatoon, and T. Lax, of 

Regina, were made Fellows. The representatives on the Dominion 

Council were instructed to extend an invitation to hold the Conven- 

tion in Saskatchewan in 1923. The election of officers resulted as 

follows: President, F. J. Pilkington, Yorkton; Vice-President, 

G. C. Rooke, Regina; Secretary, T. Lax, Regina; Council, J. Neilson, 

Saskatoon; B. R. Masecar, Saskatoon; W. E. Hodge, Moose Jaw; 

C. E. Walker, Regina, Librarian, C. E. Walker, Regina; Auditor, 

J. D. Dawson, Regina; Representatives on the Dominion Council, 

B. R. Masecar, Saskatoon; F. J. Pilkington, Yorkton. 

The University Board of Examiners in Accounting have announ- 

ced the results of the April examinations as under: 

Passed the Final Examination: 

M. Clements, Regina; A. Mason, Regina; 

.P. F. Heal, Moose Jaw; _ W. O’Neill, Kelowna, B. C. 
W. J. Hyde, Regina; W. L. Thompson, Moose Jaw: 

W. J. Weston, Saskatoon; 
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Supplementals being granted to T. M. Bryce, Saskatoon, in 
Municipal Accounting; C. H. Mann, Regina, in Municipal Auditing. 

Passed the Intermediate Examination: 

W. C. Angus, Regina; R. R. Thomas, Regina; 

J. H. Bertram, Saskatoon; W. T. Scott, Saskatoon; 

W. E. Brooke, Regina; C. H. Stevens, Regina; 

T. B. Ferguson, Saskatoon; G. W. Stevens, Prince Albert; 

J. Merrick, Saskatoon; C. E. Sugden, Regina; 

M. C. Tomlinson, Saskatoon 

Supplementals being granted to J. H. Jefferson Moose Jaw in 

Law; Miss I. Lynn, Saskatoon, in Financial Auditing. 

The Scholarships in connection with the Intermediate Examin- 

ation were awarded as follows: First, W. E. Brooke, Regina; Second, 

R. R. Thomas, Regina, 

THE INSTITUTE OF CHARTERED 

ACCOUNTANTS OF ALBERTA. 

ano ETD | | {OEE a 

(Incorporated 1910) 

——_—— 

Frank M. Harvey, President. Cecil E. Race, Secretary. 

ALBERTA C. A”S ANNUAL MEETING 
7 

HE annual meeting of the Institute of Chartered Accountants 

of Alberta was held on May 21. Features of the meeting were, 

the revision of by-laws, and the receiving of the report of the 

board of examiners. The by-laws were revised to bring them into 

harmony withthe recommendations of the committee on uniformity, 

appointed at the Dominion convention. The results of the examin- 

ations showed that four candidates had been completely successful in 

the intermediate, and four in the final, while supplemental examin- 

ations had been granted to two intermediate candidates and to 

four others final candidates, as follows : 
Intermediate: Passed—B. I. Jennett, D. A. Ross, A. W. North- 

over and H. D. Phillips. 

Granted supplementals—C. A. Fidler, in mathematics and 

auditing and mercantile law; and C. H. Latham in company law. 
Final: Passed— G. L. Bagnall and S. T. Weaver (with prize); 

W. S. Johnstone and R. W. Gardiner. 
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Granted supplementals—W. F. Bishop in advanced book- 

keeping No. 1 and advanced bookkeeping No. 2; E. A. Stockwell in 

advanced bookkeeping No. 1; W. C. Wood in advanced bookkeeping 

No. 1; R. B. Rushworth in advanced bookkeeping No. 3 and law of 

executors. 

The four successful candidates were elected members of the 

Institute. 

The following were elected officers of the Institute for the 

succeeding year: 

President, Frank M. Harvey. 

First vice-president,—M. C. McCannell, Edmonton. 

Secretary—Cecil E. Race, Edmonton. 

Auditor—Harry O. Patriquin. 

Councillors—Messrs. Edmond Thompson, Edmonton, J. B. 

Watson, Calgary J H. Williams, Calgary. 

Messrs. Thompson and Harvey were appointed representatives 

to the Dominion convention which meets in Vancouver in August 

and Mr. Harvey was appointed representative of the Institute on 

the senate of the University. 

Another important decision was that, in order to meet the con- 

venience of the students and accountants, it was decided to ask the 

senate of the university to alter the date of examination in account- 

ancy from May to December. If this request is granted there will 

be a full set of intermediate and final examinations conducted 

toward the end of November or first week in December of 1921. 

FULL four-year course in commerce leading to the degree of 

Bachelor of Commerce will be added to the curriculum at the 

University of Alberta next fall. This was decided upon at the 

spring meeting of the university senate. 

The entrance tests for the new course will be the same as in 

arts, and the first year’s work will be identical with that of the arts 

course. The remaining years, however, will cover the specialized 

subjects of accountancy, economics special mathematics and other 

subjects in direct connection with business practice. First and 

second year work will be taken up in 1921-22, with instruction by 

present members of the professional staff, and new appointments for 

the department will not be made until the following year. 
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SOME CONSIDERATIONS INVOLVED IN THE * 

VALUATION OF GOODWILL. 

By Herbert C. Freeman. 

and by writers on economics and accounting that it appears to be 

almost as futile to attempt a new definition as to quote those 

already on record. The subject is, however, one of considerable 

interest and the opinion may be ventured, with all respect, that a 

new interpretation, let us say, rather than a definition, of the term is 

not untimely. 
Stated as an asset in corporate balance-sheets, goodwill has 

been an object of grave concern to orthodox accountants since 

accountancy has been a profession. A natural repugnance to in- 

tangible, possibly ephemeral assets, combined with the feeling that 
the goodwill was inseparable from the business and, therefore, 

should not be stated as a distinct asset, led conservative men to take 

the position that the item of goodwill in a balance-sheet was an un- 

desirable one. As well set a price upon the specific properties of a 

material, as distinguished from the value of the material itself, as 

place a value upon that which converted a mere schedule of property 

and debts into the balance-sheet of a going concern. To those 

whose economic creed remained sufficiently undisturbed by more 

modern thought, goodwill might almost as well be regarded as a 

liability as an asset, for it represented the inequality which would 

attract competition and thus in due course reduce the business to the 

inevitable dead level towards which was the trend. of the reward of 

capital in all static communities. Viewed from this aspect, it was 

certainly an asset to be amortized as speedily as possible. 

S O many definitions of goodwill have been given by the courts 

* A paper read at the annual meeting of the American Institute 

of Accountants, 1921. 
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Nevertheless the hard facts persisted that business men were 
willing to give valuable consideration to acquire goodwill ,that the 
courts recognized that goodwill had a specific and separate yalue 

although inseparable from the business to which it adhered ‘and 

accountants were frequently and continually called upon to deter- 

mine that value. In the series of industrial consolidations which took 

place during the period from 1860 on, the necessity for recognizing 

the variations between the proportions shown by the earning powers 

of the respective constituent businesses and those shown by the 
tangible assets contributed by them to the consolidation resulted, 

apart from any other actuating motive, in the establishment of 
valuations for goodwill, so-called, which appeared in the balance- 

sheets of the consolidated companies, in many cases merged with 

the values of other fixed assets. 

Then followed the period of corporate promotions in which the 

manager-proprietor invited the investor-proprietor to take a 

participation in a business which he, the manager-proprietor or 

possibly his family for generations before him, had built up, on 

condition, however, that the goodwill value should be adequately 

recognized. 

A formula for the determination of the value of goodwill, 

applicable to such cases, had been generally accepted and given 

legal sanction, but very considerable latitule remained in the 

application of the formula, and nothing approaching uniformity of 

practice had been developed. This fact, in conjunction with the 

almost complete discretion given to directors, acting in good faith, 
to determine the value of a company of any property acquired result- 
ed in goodwill valuations being set up which in many instances 

exceeded in amount the entire va'ue of the tangible assets of the 

company. In a few cases the directors acted upon the strength of 

specific appraisals of the goodwill made by accountants. In the 

majority of instances, however, accountants were not consulted as to 

the value of the goodwill, which was determined by the bankers and 
confirmed by the appraisal of a committee of independent appraisers, 

generally merchants of high standing, upon whose report the 

directors acted. The value thus established accordingly had due 

legal authority to support it, in the sense that the courts would not 

question the judgment of the directors and that the stock issued 

for the property, including goodwill, ‘would be fully paid and the 

validity of its issue upheld. There was, at any rate, nothing in the 

procedure which could in any way mislead an investor or 2 
speculator, and an accountant could certify to the accuracy of the 
balance-sheet without any misgivings as to the goodwill valuation. 

So many elements enter into the determination of market value that 
it is perhaps incorrect to say that the stock market passed judgment 
upon the basis of capitalization of goodwill in each particular case in 
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establishing the price-level for the stock issued, in effect, against 
goodwill. In a broad sense, however, this statement is probably 

justified. 

Accountants thus became accustomed to accept, at any rate 

without protest, goodwill valuations in the ‘determination of which 

they may have had no part and the amounts of which they 

in all cases might not be prepared to defend. That this is the case 

is evident from a table given in a study of industrial flotations made 
from Johns Hopkins University by Kemper Simpson (The Capital- 

ization of Goodwill, pp. 44-45) in which is shown the “probable 

percent earned on the common stock, after deducting preferred 

dividends from net profit,” in the case of forty-six companies in 

which on the average the preferred stock represented seven-tenths 

of the tangible assets. In two cases the percentage is zero; in 

eleven cases it is five per cent, or less; in twenty-one cases it is 

between five and ten per cent; in five cases ‘it is between ten and 
twenty per cent.; in six cases it is between twenty and thirty per 

cent. and in one case it is over thirty per cent.—obviously too great 
a variation to be capable of substantiation by a uniform rule, 
uniformly applied. | 

It is to'be feared that in the minds of many the item of good- 

will in the balance-sheets of these companies was looked upon as 

merely a “balancing figure,” of no particular significance, although 

understood to bear some relation to “earning power.” The possibility 

that investors, small investors particularly, might be misled by the 

sale of certificates representing stock of so many dollars’ par value. 
issued for a mixed aggregate of assets of which intangibles 

constituted a predominating or considerable part, did, indeed, lead to 

the passage of no-par-war stock laws in New York and several other 

states, it being one of the manifest intentions in the minds of the 

authors of these laws that ‘stock of this character should be issued in 
the acquisition of property of which the value was so much a matter 

of arbitrary determination that no definite measure for it could be 

established. Whether this has been accomplished with any beneficial 
effect so far as the small investor is concerned does not enter into 

the present discussion. 

It may be conceded, however, that the corporation which, carried 

no valuation for goodwill in its balance-sheet was generally regard- 

ed as being’ conservatively capitalized, while the one in which good- 

will was carried at any substantial value was frequently referred to 

as having “watered stock.” 

From this point of view, then, the revenue acts of 1917 and of 
1918 penalized conservatism and put a premium on “watered 
stock,” so-called, in permitting the inclusion of goodwill in invested 
capital, within certain limitations, not only in cases in which “pay- 

ment has been bona fide made therefor specifically as such in cash 

or tangible property” (when indeed there could be very little 
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question of its exclusion), but also in cases in which it had, prior 

to March 38, 1917, been also acquired by the issue of stock. The 

sections of the law (title 1, sec. 207 of the law of 1917 and title 111, 

sec. 326 of the law of 1918) are too well known to call for quotaticn 

here. 4 

The principal limitation placed by the law upon the amount at 
which goodwill shall be included in invested capital is that it is not 

to exceed the actual cash value at the time of such purchase. Since 

in the vast majority of cases an independent cash offer for the good- 

will at the date of purchase is not in evidence to substantiate the 

value at which it is sought to include the goodwill, the problem 

revolves itself into a valuation by formula or computation. The 

supplementary limitation placed by the law upon the value, viz: a 

maximum of twenty per cent. of the capital stock outstanding on 

March 3, 1917, in the act of 1917, and twenty-five per cent. (includ- 

ing other intangibles) under the act of 1918, might appear to render 

the determination of the actual cash value a matter of secondary im- 

portance, but the revision of tax returns for the year 1917 and sub- 
sequent years now in progress by the treasury department ‘is being 

made on a basis which indicates that the proof of actual cash value 
is not to be regarded as any perfunctory matter. The point of 

view is somewhat changed. Most of the legal cases having to do 
with the valuation of goodwill arise from the desire of state govern- 

ments to establish a value of goodwill in taxing the estates of 

decedents ; now the federal authorities are interested in ameliorating 

the gross inequity arising from the failure of ‘the law to permit any 
valuation of goodwill in cases in which no capital stock had been 

issued for it and, incidentally, in collecting taxes. Accountants on 

the other hand are taking a distinctly more liberal view of goodwill. 

One is strangely reminded of Pope’s line concerning the “monster of 

so frightful mien” which “we first endure, then pity, then embrace.” 

The embrace, however, must be given and received with due decorum. 

One must not permit a tax law or a series of tax laws to change him 

into a philanderer, even with intangibles ! The question of the valua- 

tion of goodwill must be looked at from a strictly disinterested 

point of view, not with regard solely to taxes, and our reasoning on 

the subject must be as nearly abstract as the case will permit. 

The time is opportune, however, to reconsider somewhat the 
nature of goodwill and to examine the basis or bases for iits valua- 
tion. 

The conception of goodwill has undoubtedly ‘grown broader from 

time to time, the extension of the idea apparently following to some 

extent the increasing complexities of modern business, with the 

consequent application of the term to conditions of the most varied 

character. A tendency would appear to have developed to treat 

goodwlll as synonymous with earning power to the extent that such 

earning power exceeds the ability to yield a certain arbitrary rate of 
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income upon the tangible capital invested in a business. The 

development has taken place to some extent in a circle; the 

ordinarily accepted measure of the value of ‘goodwill in its simple 

form was some multiple of the excess of the average profits over 

interest on capital and management remuneration ; therefore excess 

earning power and goodwill were one and the same thing. The 

degree of fallacy involved in this method of approaching the subject 

has undoubtedly resulted not only in the valuation as goodwill of 

earning power arising from causes entirely unrelated to goodwill, 

but also in failure to recognize the existence of goodwill of undoubted 

value in cases in which, for one ‘reason or another, the customary 

formula yielded no result. Before proceeding to discuss some 

matters of detail arising in connection with the valuation of good- 

will according to the method generally accepted, the considerations 

particularly involved in some of these special cases will be mentioned. 
It will be seen that the same questions arise, though they are gen- 

erally disregarded, in almost every case of valuation. 

Let us first refer to certain of the definitions of goodwill which 

have been accepted as authoritative. Lord Eldon said in the earliest 

case recorded dealing with goodwill—Crutwell v. Lye (1810. Ves. 

335) : “The goodwill which has been the subject of sale is nothing 

more than the probability that the old customers wil! resort to the 

old place.’ Lord Cranworth said in Austin v. Boys (1858, 27 L. J. Ch. 

714) : “When a trade is established in a particular place, the good- 

will of that trade means nothing more than the sum of money which 

any person would be willing to give for the chance of being able to 

keep the trade connected with the place where it has been carried 

on.” Lord Justice Lindley said in The Commissioners of Inland 

Revenue v. Muller, Lim. (1901, A. C. 217): “Goodwill regarded as 

property has no meaning except in connection with some trade, 

business or calling. In that connection I understand the word to 

include whatever adds value to a business by reason of situation, 

name and reputation, connection, introduction to old customers, 
and agreed absence from competition, or any of these things, and 

there may be others which do not occur to me.” 

Mr. Justice Story says “goodwill may be properly enough des- 

cribed to be the advantage or benefit which is acquired by an 

establishment beyond the mere value of the capital, stock, funds ot 

property employed therein, in consequence of the general public 

patronave and encouragement which it receives from constant or 

habitual customers, on account of its local position or common 

celebrity, or reputation for skill or affluence, or punctuality ,or from 

other accidental circumstances or necessities, or even from ancient 
partialities or prejudices.” (Story, Partnership, 7th ed., P. 99.) 

Lord Eldon’s definition, taken as a somewhat colloquial ex- 

pression—and it seems to some extent to have been so intended— 

covers the ground as effectively as any of the others. All the 
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legal definitions indicate very clearly that the thought in the mind of 

the court was the essential identity of goodwill with reputation, 

commercial standing, location and all other favorable conditions 
leading customers to deal with a business. There appears, however, 

to be only the authority of custom to bridge the gap between the 
definition and the almost invariable acceptance by the court of the 
rule that the value of the goodwill is measured by some multiple of 
the excess of the average annual profits for a term of years past 

over interest on the average capital employed during that period and 

management remuneration. In a retail business of a simple character 

this rule, it is true, may be an entirely acceptable one, but the least 
departure in the nature of the business from stereotyped form 

involves immediately the possibility either that what is being valued 
is something other than that covered by the definition or that the 

rule of valuation is being extended to cover cases to which it does 

not apply, except with such reservations as practically to call for a 

new rule. 

It appears to be illogical, in the first place : to value the trade 

connections of a business, not in terms of volume of business or 

number of customers, more particularly not in terms of the growth 

of these factors over a period of years, but, instead, on the basis of a 

net resulting profit from the business, to the production of which 

a number of circumstances may have contributed which have no 
direct bearing upon the continued enjoyment of public patronage or 

trade connections 

Let the case be considered of two stores in a town, located in 
equally favorable positions, enjoying approximately equal advantages 

and handling substantially the same amount of business at the same 

rate of profit. Let it be assumed that the management of one of 

these stores decides upon a definite policy of building up trade by 
various means which involved for the time being increased expense or 

reduced gross profits and that the other store is satisfied to make 

the same profit upon its old volume of business. The two stores 

might over a series of years, continue to earn the same amount of 

profit as before, and yet it could hardly be contended that the 

business which had attracted more customers and built up its volume 

of trade had not measurably increased its goodwill over that of the 

more conservative store. The objection may be made that in order to 
hold the increased volume of trade the more progressive business 

must continue to operate at the restricted percentage of net profit 

and that accordingly its goodwill, though admittedly greater in 
terms of the legal definition, has no greater value than that of the 

other business. This, however, ‘is theoretical and not consistent with 

general experience. The net profit of the growing business will 

tend eventually to outstrip that of the other. A more valid ojection 

might be that a part of the expenses of the growing business should 

not be charged against income for determination of goodwill. Under 
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the conditions assumed the ‘increased expense or loss of revenue 

would probably not be represented by any specific item or even 

group of items, and this objection is in reality a recognition of the 
weakness of the accepted formula. 

On the other hand, it is a well-known fact that although the 

profits of retail establishments at any rate did not diminish during 

the war period, the increased amount of business on which these 

profits were earned represented a smaller number of transactions 

with an actual loss in number of customers. It is a notorious fact 

that a real and effective “buyers’ strike” set in in 1920 directed main 

ly against the retail stores. Without in any way going into the 
merits of the case, it will surely be admitted that the goodwills of 
retail businesses generally were never weaker than at the close of 

a period when, measured according to the conventional method, they 

would have shown the highest valuations. 

In certain specific trades, the value of goodwill is based entirely 

on volume of business—in the case of saloons (chiefly under Eng- 
lish practice) upon the volume of purchases and in the case of 

dairies upon the volume of sales. It may be a factor in these cases, 

first, that the volume is much more definitely determinable than any 

other element and, second, that given a certain volume, the normal 

profits can practically be computed by anyone familiar with the busi- 

ness. These instances are rather exceptions to the general rule. It 

is my opinion, that the value of goodwill is rather to be based upon 

the capitalized value of the normal net profit per unit sold, computed 

on the number of units sold during the last fiscal period, increased 

or decreased in the proportion which the number of units sold dur- 
ing the last period bears to the average for, say, the last five 

periods, or which the average for, say, the last three periods bears 

to the average for the last five or seven periods. This suggestion is 

put forward somewhat tentatively and perhaps to some extent as a 

basis for discussion. It is submitted, nevertheless, to serve as an 

indication of some measure of value which corresponds more 

accurately to the particular subject of valuation, unless goodwill 

is frankly to be identified with capitalized value of excess earnings 

based upon past performances. Unless some formula constructed 

broadly upon the lines indicated, or with the same object in view, is 

adopted, it is difficult to see what can be the validity of any valua- 

tion of goodwill determined, for example, upon the basis of results 

shown by the trading of the past five years. 
It is recognized that the formula suggested in itself raises 

points of difficulty. The determination of the proper unit may in 

certain cases present an obstacle, but very few businesses are 

operated without the development of statistical data based upon 

units of quantity, measurement or activity and these will readily 

lend themselves to the purpose in view. 
As to what constitutes the normal net profit per unit some dif- 

ference of opinion may exist. The figure to be used is intended to 
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represent the profit per unit in excess of interest on capital and 

management remuneration, under normal conditions, that is to say, 

with prices neither inflated nor over-deflated and with properly 

balanced costs. This profit may be greater or less than the actual 
average during the period used to determine quantities, depending 
upon any abnormal conditions existing in the trade or in the parti- 
cular business, or upon contemplated changes in the conduct of the 
business, but as far as possible the element of conjecture or estimate 

should be eliminated and actual results used. 

In arriving at both profit per unit, amount of capital upon 

which to charge interest and rate of interest to be charged, various 

points will present themselves for consideration. It is hoped that the 
comments which follow upon these points will be of interest, apart 

from the suggestions made with regard to the necessity for a revision 

in the orthodox formula, as bearing upon the determination of the 

figures required for the purposes of that formula. 

First with regard to the profits upon the basis of which the 

value of goodwill is to be computed, it is obvious that profits or 

losses of an extraneous character must be excluded in arriving at the 
base. Extraordinary profits upon the resale of raw material or in 

the case of a retail establishment, upon the sale of merchandise in 

bulk must be excluded. As to whether losses of a similar character 

should similarly be excluded depends upon the circumstances in each 

case, it being necessary to determine what relation the original 

purchase bore to the regular trading account of the business and the 

conditions which demanded that a sale be made. 

The results of discontinued divisions of the business should be 

excluded but in doing this it is important to see to what extent the 

fixed charges and expenses of the business were absorbed by a dis- 
tribution which threw any part of them against the portion of the 

business which requires to be disregarded, and to decide how far it 

may be necessary to reintroduce these expenses into the charges 

against the remaining departments. 
The necessity for the valuation of goodwill frequently arises 

in cases of reorganization in which the values of assets other than 

goodwill are being restated. Leases formerly not carried at any 

value may be valued and set up; fixed property may be reapprais- 

ed ; mineral rights or timber lands may be increased from a nominal 
or low valuation to one based upon surveys of the property and 

estimates by engineers of its value ; property formerly leased may be 
acquired in fee ; and changes of various kinds either in actual condi- 

tions or in statement of values subject to depreciation or amortiza- 

tion may be made. In arriving at the profits upon the basis of which 
the goodwill valuation is to be determined, cognizance must be taken 

of all such charges and charges made for depreciation, amortization, 

depletion of minerals and timber and for rentals and other items 

based upon the new values and conditions rather than the old, since 
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it is under these conditions that the income of the business will in 

future be determined. . 

In the case of proprietary articles, where advertising is an im- 

portant element of selling expense, it will frequently be found ‘that 

much more intensive advertising is done in certain years than in 

others. An advertising campaign on a large scale is entered upon in 

one year or season with the object of giving the business great 

momentum. The expenditures for the succeeding year or two are on 

a more moderate scale and then before the momentum is lost a new 

campaign is undertaken. This method has undoubtedly lost favor 

during the past few years when equalization of profits from year to 

year has been so desirable from the taxpayer’s point of view, but 

where it is found to have been followed it is important that complete 

cycles of years from the point of view of advertising appropriation 

should be taken in the statement of profits for goodwill purposes. 

The question of the effect upon profits of shrinkage in mer- 

chandise values is one which presents some difficulty in considering 

profits for goodwill valuation, and the unprecedented extent to which 

this element enters into the accounts of practically every business 
during the past year and that now current will render it particularly 

necessary to decide whether or not it shall be ignored. In the valua- 

tion of goodwill for the capitalization or sale of a business the pro- 

blem would probably be dismissed, perhaps properly, by treating the 

years 1920 and 1921 as entirely abnormal and excluding them from 

the basis of the calculation. In doing this. however, it will be nec- 

essary to consider whether or not the preceding years were not years 

of such exceptional profit as to render them almost equally 

unreliable for the measurement of goodwill value. 
Cognizance should unquestionably be taken of ordinary fluctua- 

tions in merchandise values. They represent conditions which are 
inseparable from business operation and if goodwill is to be measured 

by excess earning power, they must be taken into account. When it 

‘is remembered that the reduction in inventory value at the end of a 

period seldom if ever reflects the total shrinkage in value, some 

part of which is of necessity absorbed in the loss of gross profit on 

current transactions and, further, that appreciations in value, while 

never taken in inventorying merchandise, are nevertheless just as 

certainly absorbed in current transactions, fit is evident that no 

justification exists for disregarding reductions in inventory values. 

The question of what is to be done with regard to the years 1920 

and, 1921, however, cannot altogether be dismissed. Goodwill will 
require to be valued as an asset of decedents in many estates falling 

in in 1921 and the years immediately following. The state is hardly 

likely to ‘be willing to treat the profits of the war years as 

abnormal ; and since the invariable practice in valuing goodwill in the 

surrogate’s court appears to be to capitalize excess earning power 

(a method which in this class of cases, particularly, appears to pre- 
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sent the possibility of an injustice since the skill of the decedent may 

have contributed to the result toa proportion not to be measured by an 

allowance for salary) it appears only equitable that the exceptional 
hazards should be set against the exceptional gains. 

In determining the amount of capital upon which an initial return 
is to be computed and charged against profits before ascertaining 

the basis for goodwill valuation, adjustments must necessarily be 

made corresponding to those made in the amount of profits or in 

arriving at the profit per unit as indicated earlier in this paper ; that 

is to say, the value of assets subject to depreciation, depletion, rental, 

etc., must be brought into harmony with the conditions which will 

obtain in the situation for the purposes of which the goodwill is being 

valued. 

The assets should be carefully scrutinized for any items of a 

character extraneous to the business. If a reserve fund is carried 

invested in gilt-edged securities, the return on which is lower than 

the rate of initial return which might reasonably be charged on 

capital invested, it is proper to exclude both principal and income 

from the bases of calculation. Kt is obvious, however, that ag to in- 

vestments or assets, even of an extraneous character, which yield an 

income substantially equal to a commercial return on capital, no 

purpose is served by eliminating them and the income upon them. 

In considering generally the question of unproductive assets and 

of assets from which the income is negligible or which may even 

represent a dead expense, much caution must be exercised before it is 

decided to eliminate them. The ownership of such properties may 

indirectly contribute to the profits from the active part of the 

business. Interest may never be paid on the bonds of a country club 

owned by an hotel, but the country club facilities may be very strong 

factors in bringing patronage to the hotel. A theatre used for 
vaudeville or “legitimate” drama in a chain of motion-picture houses 

may be an unprofitable venture, but its ownership may prevent its 

use by other proprietors for motion-picture purposes in competition 

With one of the profitable houses in the chain. Instances of this 

kind can be multiplied, and similar conditions affecting manufactur- 

ing and trading concerns will frequently be met. 

On the other hand, the question of treatment of investmenlt in 

and expenses of carrying excess facilities for manufacturing or other 

purposes will in many instances need to be considered. A chemical 

company, let us say, constructs a plant for the manufacture of some 

product of the nature of a proprietary article in which it has pre- 

viously built up a business. A reasonable estimate can be made of 

the increased volume of business which can be attained in, say, five 

years and the company is advised to construct a building and put in 

underground tanks and pumping system, together with certain other 

portions of the required equipment adequate to handle the expand- 

ing volume, leaving only a part of the machinery and appliances to be 
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added to from time to time as the volume increases. The cost of 

insurance, maintenance and general overhead of the temporarily un- 

used facilities is clearly not a charge against profits for the deter- 

mination of goodwill nor is interest on the excess capital invested to . 

be deducted therefrom. Even assuming that the valuation of 
the goodwill is required for the purposes of a sale and that 

the facilities are at the time of the sale still in excess of the require- 

ments of the business, the goodwill valuation should proceed upon 

the basis of the facilities actually employed from time to time and the 

purchaser should make a reserve against the combined appraised 

value of the property and goodwill sufficient to cover the carrying 

charges on the excess facilities up to the estimated date of their em- 

ployment in the business. 

Having determined the profits of the business and the amount of 

the tangible investment, the question of the rate of initial return to 

be allowed on the investment must be considered. The proper rate 

would appear to be the normal rate at which capital could be secured, 

representing the whole of the net tangible assets, at the date as of 

which the goodwill is to be valued. This will depend largely upon the 

ratio of the earnings to the assets, the nature of the business and the 

character of the assets. It is well recognized that there are certain 

limits within which capital can be raised by the sale of bonds, and 
certain other limits within. which preferred stock can be sold and so 

_ on. These limits naturally, vary very considerably at different times, 

depending upon the condition of the money market and of the invest- 

ment market. If at a given time, for example, capital can be obtain- 

ed for an industrial by the issue of a 7% preferred stock to the full 

amount of the tangible assets, provided the dividend has over a series 

of years been earned, on the average, at least four times, then seven 

per cent. would be a proper rate to charge on the tangible assets, 

upon the valuation of goodwill as of that time, where this condition as 

to earnings was met. If under other money-market conditions a five 
per cent. bond could have been sold to an amount equal to, say, forty 

per cent. of the tangible assets with a six per cent. preferred stock 

for a further forty per cent. and a common stock on which it was 

expected to pay ten per cent. issued for the balance of the tangible 

assets and the goodwill, provided certain ratios of earnings to interest 

charges and dividends could be shown, then six and one-half per 
cent., approximately, would be a proper rate to use. The significant 

point is, that the conditions to be observed are those ruling at the date 

as of which the goodwill is being valued and not those existing at the 

time of any subsequent review of the valuation. This point is of 

special importance in connection with the valuation of goodwill as 

invested capital under the tax laws of 1917 and 1918. It must also be 

kept in view that the rate to be used must be one which is applicable 

to the entire amount of the tangible assets at the risk of the busi- 

ness. The legal rate of interest and the rate ruling on loans, even 
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unsecured loans, is not necessarily any criterion. It is interesting to 

note, however, that in a uumber of decisions in the New York 

courts, the rate of six per cent. appears to have been adopted with- 

out quesion On the other hand, the treasury department (Bulletin 

10-20-777, A. R. M. 34) appears to consider ten per cent. a proper 

rate, which may be reduced to eight or nine per cent. in stable busi- 

ness—this without particular reference to the date as of which the 

valuation is to be made or the extent of the margin of safety as 
‘measured by the ratio of earnings to the required interest on cap- 

ital. Apart from any other consideration, the actual facts attendant 

upon the capitalization of goodwill must be recognized, and if a 

preferred stock at a fixed rate of dividend was sold to third parties 
to an amount equal or substantially equal to the tangible assets, as 

happened in a great many cases, the rate of return on such preferred 

stock should govern. 

In the absence of any such conclusive evidence, the nature of the 

assets as well as the ratio of the earnings to the tangible assets, 

must be taken into account. For example, an investor would provide 
capital equal to the total tangible assets of a mercantile business at 

a lower rate if a substantial part of the capital were represented by 

a left building, readily available for rental to other tenants, than if 

the entire tangible assets consisted of merchandise.. accounts, 

receivable and fixtures. The same would be true of a chain-store 

business in which a substantial part of the assets consisted of ‘store 

properties located in various cities throughout the country. In 

other words, the freedom of any substantial part of the capital from 

the hazards of the particular business would tend to attract capital 

at a lower average rate. A combination of a tannery with a shoe 

manvfacturing plant, of a throwing plant with a silk-weaving mill, of 

a foundry with a machine shop are examples of cases in which the 

more ready adaptability of a part of the assets to general uses will 

tend to reduce the rate at which capital could be obtained for the 

more specialized business. 

There remains to be considered the percentage at which good- 

will should be capitalized, or, using the general expression, the num- 

ber of years’ purchase to be paid for the goodwill. This is by far 

the most debatable point in connection with the matter of goodwill 

valuation, and the one as to which the greatest exercise of judgment 

is required. The problem has been somewhat complicated by the 
thought which has undoubtedly existedin the minds of accountants, 

that goodwill was an asset which had to be amortized, and the values 

set upon it have accordingly been fixed with the purpose of provid- 

ing out of income fcr a proper return on the capital value and for the 

writing off of this latter item. Onje writer on the subject even holds 

that if five years’ purchase of goodwill is paid, the goodwill should 
be written off in five years. This obviously provides for no return 

on the investment in goodwill during this period. That this is 
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fallacious is manifest from the fact that, other things being equal, 

the older the business the more stable fis the goodwill value, although 

on the amortization hypothesis the goodwill should have disappear- 

ed in such a business, and only a business which had just reached 

maturity would have a goodwill, the value of which would in turn 

tend to disappear. It is true that mortality among businesses is by 

no means a negligible factor, but probably as many failures and 

reorganizations are due to the inadequacy of capital to handle the 

volume of business springing from jan ‘increasing goodwill as are due 

to the disappearance of goodwill. 

An important distinction to be considered in the valuation of 

goodwill is that between what may be called institutional goodwill 
and goodwill which attaches solely to a particular product. Heinz, 

for example, could as easily sell one hundred and fifty-seven var- 

ieties as fifty-seven, and the goodwill would attach to them all. If the 

human race ever achieves the unhappy state of absorbing nutriment 

in tabloid form, Heinz will undoubtedly supply us with tabloids. 

On the other hand, the goodwill which attaches to the well 

advertised brand of “Danderine” does not in any way attach to the 

equally well advertised brand of “Cascarets” which is a product of 

the same company, and neither of these brands helps or is helped by 

Bayer’s “Aspirin,” more recently acquired by the company. ‘The 

goodwill of the proprietors of these branded goods cannot be said to 

be institutional. If we progress to the point where the race be- 

comes independent of these remedies, the goodwill attaching to them 

cannot be transferred to some product more appropriate to our re- 

quirements in that era. We have seen the goodwill of the nama 

“Studebaker” survive the passing of the spring vehicle and even the 

sale of the farm wagon business and continue with a value many 

times increased as an institutional goodwill. These are by no means 

isolated cases but can be taken as representing a condition. It may, 

therefore, be accepted as a principle that the value of an institution- 

al goodwill is worth a greater number of years’ purchase than a 

goodwill based on brands or trademarks. 

The goodwill of a business which is country-wide should be 

valued upon the basis of a greater number of years’ purchase than 

that of a more localized business. The goodwill of a chain-store 

business, spread over a large number of cities, should be measured 

by a larger multiple than that of a single store or even of a chain of 

stores in one large city. The goodwill of a mailorder business, 

dealing with customers direct in all parts of the country, upon a 

basis which necessarily implies particular confidence on the part of 
the customer should similarly be measured by a_ reasonably large 
multiple. The goodwill of a single theatre, except where it has 

somewhat of a neighborhood or institutional character may b'é 

small. “The play’s the thing !” But as one of a circuit or chain of 

amusement houses it may have a more permanent value. 
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In the case of any business, manufacturing or trading, it may 

perhaps be said that the following factors, in addition to those al- 

ready mentioned, all tend to produce a goodwill of a relatively high 

number of years’ purchase: (a) a wide distribution of product in 

proportion to the volume; (b) a wide diversity of products soild 
under one institutional or trade name ; (c) a business in staple lines 

in general demand by the public, as distmguished from one in 

specialties of limited use. 

Unless the effect upon the term of years’ purchase of goodwill 

of the respective conditions of increasing, stationary or decreasing! 

volume is expressed by some modification of the usual formula on 

the lines suggested in this paper, it will be apparent that it must ba 

dealt with as an independent factor. It would appear to be beyond 

question that the goodwill of a busmess showing a steady increase 

in volume and profits is worth a greater number of years’ purchase 

on an average of past profits that one showing more uniform vol- 

ume and profit and, a fortiori, that one showing a declining volume, 

gand profit. 

Particular consideration must be given to the possible effect of 
legislation or tariff upon the future of a business. Other things 

being equal, a business which is little dependent on tariff protection 

will have a goodwill value measured by a greater number of years’ 

purchase than one which is more likely to be adversely affected by) 
changes in tariff rates. The danger of a business being prohibited! 
by law iis one which would reduce the goodwill value possibly to a 

negligible amount. It would be impolitic in these days even ‘to 

suggest any businesses which might be so affected ! 
A condition arising from a development almost within the 

present generation, in the form of business organizations, has to be 

taken into account in fixing the number of years’ purchase of good- 

will, viz : that the more general adoption of the corporate form, thie: 

va‘t increase in the number of corvorations of which the securities 

are distributed among a relatively large number of stock-holders; 

and the increase in the number of trained experts available for the 

management of properties, all tend towards greater possibilities in 

the perpetuation of enterprises and the establishment of permanent 

goodwill. It is also necessary to recognize the fact that investments 

in goodwill, recognized and frankly expresed as such, are more 

sought after under existing conditions than under the donditions 
which obtained when many of the legal and accounting precedents by 

which we have been governed were established. An increase in de- 

mand is reflected in general by an increase {n price. 
While the courts do not seem for the most part to have approved 

valuations based on more than five years’ purchase, the court, on’ 

the second appeal of Von Au v. Magenheimer (126 App. Div. 257) 

held it not to be an error to refuse to charge that in estimating good- 

will by the net profits the number of years cannot exceed five, and 
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in that case, in which the goodwill of a number of candy stores was‘ 

‘involved, the multiple used ‘was six years’ purchase. In valuing the 

goodwill of Tiffany & Co., the court approved a multiple of ten years 

purchase (Matter of Moore, 97 New York 238). This case was de- 
cided as recently as 1916 and represents probably the maximum 

valuation which has been approved by the courts. 

The number of years’ purchase which can be applied to business- 

es of various classes is not a matter upon which it is possible to 

dogmatize. No classification by kinds of business is possible, and each 

case, it would appear, must be considered on its merits. In view of the 

conditions to which reference has been made, however, it is felt that 

the approximate maximum of five years set by most writers on the 

subject is no longer justified. The extension of this multiple to eight 

years or even in extreme cases to ten years is fully justified, having in 

view the stability and apparent permanence of goodwill values es- 

tablished under modern business conditions by many industrial corpora- 
tions dealing on a national or an international scale in commodities of 

a staple character. 

It will be recognized, it is hoped, that this paper attempts to deal 

with only one phase of the subject of goodwill and even as to that 

phase is intended chiefly to stimulate discussion of the subject. A very 

comprehensive and useful textbook on the general subject of goodwill 

will be found in Goodwill and its Treatment in Accounts, by Dicksee 
and Tillyard, though certain opinions expressed lin this paper will be 

found to be somewhat at variance with these authors. The article on 

goodwill by Mr. Sidney S. Dawson in Lisle’s Encyclopaedia of Ac- 

counting will also be found very interesting and many of the standard 
textbooks on general accounting deal with the subject of the treat- 

ment of goodwill in accounts in a manner which renders un- 

necessary any reference to this aspect of the matter ina paper of 

this kind. 

PUBLISHED BALANCE SHEETS AND ACCOUNTS. * 

By Lawrence R. Dicksee, M.Com., F.C.A. 

In introducing the lecturer, the chairman said: “Ladies and 

Gentlemen,—It is a convention that a lecturer requires an intro- 

duction to his audience, but why so well-known a man as Professor 

Dicksee should require an introducton to any audience is not clear to 

me. I feel much more in need of an introduction myself. My excuse 

* A public lecture delivered at the London School of Economics 

and Political Science on 7th October, Mr. Wilson Potter, Vice-Chair- 

man of the Shipping Sub-Committee for Commerce Degrees of Lion- 

don University, in the chair. 
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for being here is that Iam _ one of those city men who recognize the 
need of increased opportunities for commercial education in the City 
of London, and as one who has taken a small part in the institution of 
the commerce degree. There are various theories in education, in- 
cluding the advocacy of the classical as against the commercial. I have 
a preference for a classical groundwork, but the essence of an educa- 
tion is summed up in the saying of a well-known man, that it consists 
of the training of an individual to make clear ‘and accurate deductions 
from facts. A great deal of the trouble of to-day arises from the 
impossibility of the average individual doing anything which re- 
quires clear and accurate thinking. I know of no one who is better 
able to impart knowledge of that subject than Professor Dicksee, who 
has the advantage of being in practical touch with his subject, as the 
head of a firm of accountants, Messrs. Sellars, Dicksee & Co., in Lon- 

don. He was Professor of Accounting in the University of Birmingham 
from 1902 to 1906, and is also the author of several books on audit 

ing, accounting, and business methods and management. He has 

recently been appointed the Sir Ernest Cassel Professor in the 

University of London on the subject of accountancy and business 

niethods and management, and is, therefore, the first holder of this 

new chair.” ee 
The lecturer : “Mr. Chairman, Ladies and Gentlemen,—I have 

chosen as the subject of my lecture to you this evening ‘Published: 

Balance Sheets and Accounts,’ partly on account of its importance and 

partly because it is not a highly technical subject, and is, therefore’, 

not unsuitable for consideration at the beginning of a session, but 

chiefly because of the widely divergent views as to what a published, 

Balance Sheet ought to be. We may, therefore, I think, very usefully 

consider the question in its various aspects, and also consider how, 

far the criticisms which are sometimes passed upon published Balance 

Sheets and accounts are reasonable, and how far they are unreason- 

able as being really impracticable. We find that it is said upon the 

one hand—and this, perhaps, of the two is the view miore widely held 

—that a Balance Sheet should be a statement showing exactly the 

financial position of an undertaking, containing facts and nothing 

but facts showing exactly how that undertaking would pan out if 
the business were to be discontinued and the affairs of the business 

wound up. At the other extreme we find it suggested that a Balance 

Sheet means practically none of these things, and that it is simply a 

statement prepared by the book-keeper when he has finished his 

work at the end of a year, or some other period, and then simply puts 

together in the form of an annual statement a sort of list of the; 

uncompleted transactions. 

“If we take the first view as being our standard of whata 

Balance Sheet ought to be, it might be regarded more or less as a 

statement of fact, although even then there might be widely 
divergent views as to what certain kinds of property would realize 
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if sold, before any attempts had been made to find a purchaser for 

them. If we take the second view, itis possible to regard the; 
Balance Sheet as a statement of fact, again up to a point ; but of a 

different kind of fact. We must then regard it rather as a state- 

ment showing on the one hand what the undertaking has received and 

has not repaid, and is, therefore, liable to account for; and on the 
other hand a statement of what it has done with the moneys so 

received and not yet refunded. There again, to some extent, matters» 

of opinion must crop up, and our Balance Sheet even on that basis’ 

cannot be regarded as a cold statement of absolute facts. Whichever 
way we look at it, we must expect to find questions, so to 

speak, mixed up with our statements of fact, and the opinion musti 

in the first instance clearly be the opinion of those who are render- 

ing this statement of fact—the accounting parties. 

“When the Balance Sheet is audited, it becomes the duty of the 

auditor not to ‘certify’ that the Balance Sheet is a true statement of 

fact, because that, as I have just said. would be impossible as regards 

at least a part of it; but he is called upon to express an opinion as 

to whether the statement as put before him by the accounting 

parties properly discloses the position of affairs. If his opinion 

differs from theirs, it is his duty to report in what respect it dif- 

fers ; but it is important to bear in mind that the auditor’s report is 

to a very large extent a matter of opinion, and that the expression 
‘auditor’s certificate,’ which is so very ‘commonly used, is a ‘mis- 

nomer, One can certify facts, but one cannot certify matters of 

opinion, and as a matter of fact the law does not require a 

Balance Sheet to be certified, but it does require the auditor to re- 

port whether in his opinion it is properly drawn up. 

“Supposing we were to take as our standard of what the ideal 

Balance Sheet ought to be the view that it ought to show what the 
position will be if the business lis disposed of and its affairs are 

wound up, then clearly, if its possessions are at the time when we 

prepared the Balance Sheet likely to be sold at something 

appreciably above their cost price, we are looking forward to a 

profit on realization. We are expecting that the position will turn 

out better on a realization than it would have done had there been 

no rise in prices. If we frame our Balance Sheet upon those lines, 

it must necessarily result in its showing a profit up to date which 

includes a profit that has not yet been realized, and is, therefore, 

not at present available to be divided in money. In so far as that 

profit may be expected from the sale of whait we may call the gen- 

eral equipment of the undertaking—what is technically spoken of as 

the “fixed assets” of the undertaking, the things that it does not try 

to turn into money in the ordinary course of business, but has 

acquired with the object of using them in their existing form as a 

means of increasing the profits of the undertaking—in so far as we 

include possible profits on the realization of equipment, we shall be 
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including as profits actually already made profits which there is 

no intention whatever of ever making on the assumption that the 
business is not being disposed of or shut down, but iis to be con- 

tinued. 

“Accordingly, when, as at a time like the present, the tendency 

is for prices to rise and to go on rising, a Balance Sheet so pre- 
pared would show very large profits, which would be largely, if not 

entirely, illusory. At other times it might be that, with falling 

prices, Balance Sheets so prepared would show serious losses ; that 

is to say, the existing equipment might perhaps only be saleable at 

a price very considerably less than what it originally cost, even 
after making due allowance for the fact that it is partly worn out. 

and, therefore, that we should not regard it as being to-day worth 

the Original cost. Its realizable price might be less still. If we 

were to be debarred from dividing profits derived from the 

practical working of our business merely because equipment could 

be bought more cheaply to-day than when we purchased our equip- 

ment, this would certainly not make it easy for us to find new 

capital for expansion ; it would not make it easy for other similar 

undertakings to find new capital for new enterprises. But, apart 

from that, tnese losses which a Balance Sheet so framed would 

show would be just as illusory as the profits would have been after 

a period of rising prices ; that is to say, they would be hypothetical 

losses which would be sustained if we were to dispose to-day of 

something which we have no intention whatever of trying to sell. 

In our attempt, therefore, to produce a Balance Sheet which will get 

into close touch with actual facts, we find that we have entirely 

defeated Our purpose and have got right away from the true facts 

of the position, the essential fact being that the business is a going 
concern which we are going to continue to carry on so far as we 

can anticipate, and which we have every reason to suppose that we 

shall be able to continue. 

“Then there is another point. If we frame our Balance Sheet 

so that it may show as profit increases of wealth which, even if 

turned into money, are manifestly of a non-recurring nature (and a 

profit derived from the sale of one’s equipment clearly could only 

be made once, and not annually), the effect would be to encourage 

-by this form of accounting the payment of very large dividends 

after a period of rising prices and no dividends at all 

after a period of falling prices. We should find that not 

even the soundest undertaking could maintain anything like a uni- 

form rate of distribution among its proprietors by way of dividend, 

and that again would make it very difficult for us to get capital for 

new enterprises. 

“Then, again, if we keep to this first ideal of a Balance Sheet 

which represents absolutely realizable value, we have got to cut out 

altogether a number of items which, if we adopted the second ideal, 
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we should certainly include in our Balance Sheet along with our 

possessions, or ‘assets’ as they are commonly called. In almost 

every kind of business activity certain kinds of expenditure occur, 

the full benefit of which is not received entirely within the year (or 

other accounting period) in which the expenditure takes place, so 

that at the date of| the Balance Sheet the whole of the advantage to 
be derived from that expenditure is not exhausted; there is still 

a surviving value in that expenditure which, with varying degrees 

of confidence, according to circumstances, we expect will be receiv- 

ed in future years—sometimes a few years, sometimes many years. 

Now, clearly, expenditure the benefit of which is entirely exhaust- 

ed within one week, is a proper charge against the profits of one 

week, Expenditure which is entirely exhausted within one year is 

Similarly a proper charge against the profits of that year. Expendi- 

ture which is not entirely exhausted until, let us say, the end of 20 

years, is equally properly chargeable over the longer period of 20 

years. Theoretically at least, we ought to ascertain what benefits 

will be received from this outlay in each accounting period during 

which it is any advantage to us whatsoever, and charge the cor- 

responding portion of the cost against each accounting period. That 

is what is commonly done, in practice with such items as plant and 

machinery and the like, which we know will last very much longer 
than one year, and the cost of which is spread over a longer period 

—a period approximately as nearly as one can tell, and as nearly as 

experience will help one to determine, to the time during which that 

plant and machinery continues to be useful as equipment and 

therefore, to serve its function as a profit-earner. If we accept that 
as a reasonable way of dealing with expenditure of this character, 

it necessarily follows that in each successive Balance Sheet prepared 

during the time that the effective life of that equipment continues, 

We must bring in such rart of the original cost of the equipment as 
we consider is not already worked out or worn out—that part which 
We consider survives and for that reason is more properly charge- 

able against future profits than against current profits. If we work 

upon these lines, it necessarily follows that from time to time such 

outlays will appear in our Balance Sheets at figures quite different 

from the then realizable values of the articles represented by the 

outlay. Sa Sass { 

“We cannot possibly frame a Balance Sheet which will carry 

out both ideals ; we must choose which ‘of the twa is the one that we 
propose to adopt. In every case where we are proposing to 

continue the business and there is no reason to suppose that we 

shall not do so, 2nd no reason, humanly speaking, to suppose that 

the future profits of that business will not be able to bear the 
burden that we are throwing upon them, that seems to be a 

perfectly sound method, and it has at least the advantage of charg- 

ing against the gross earnings of each year their fair share of the 
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burden that has to be. borne by all of the years. The system, 

therefore, tends in the direction of producing statements of profit 

from year to year that will be as uniform as the varying circum- 

stances of the case would permit or justify. At least, we are not 

going out of our way to make the profits fluctuate more wildly than 

the conditions of trade necessitate. 

“Shareholders, in the nature of things, for the most part prefer 

uniform dividends. They are quite willing that distributions out of 

profits should tend to increase, but they are always inclined to be 

disappointed and frequently ‘inclined to grumble, when the rate of 

dividend falls. Accordingly, those ‘who are responsible for the 

preparation of accounts and for the successful conduct of a business, 

very naturally adopt in the main a procedure that tends in the 
direction of avoiding large distributions of profits, which they know 

it will be impossible to maintain in the future. But although share- 

holders as a body like uniform dividends, as representing fixed in- 

come, they are not always very consistent, and, accordingly, we 

commonly find that where the dividend that it is proposed to declare 

is markedly less than the amount of the undivided profits available 
to be divided, pressure is brought to bear by the shareholders for 

the dividend to be increased, and directors as a rule endeavour to 

resist that pressure where, in their opinion, the standard of dis- 

tribution proposed is too high to be maintained. To assist them in 

resisting that pressure, it is a very common thing to transfer a 

certain (or rather an uncertain) part of the profits actually earned 

to a reserve, thus reducing the amount of undivided profits shown. 

‘The device, although exceedingly thin to the initiated, seems to 

serve its purpose quite well in practice. We rarely find shareholders 

clamouring for a dividend to be paid out of a reserve, although at 

times, when the reserve gets very high, they may look forward to 

and expect, a free distribution of shares out of reserved profits ; 

but the practice of transferring what we may call ‘surplus profits’ 

to reserve is generally effective, as permitting current dividends to 

be kept within the safety limit. Nevertheless we do not always find 

that this particular method is employed by directors to keep 

dividends within what they consider to be desirable limits. Instead 

of transferring profits to a reserve that is clearly shown upon the 

face of the Balance Sheet as something which has to be accounted 

for in the future—or what is called a liability—the practice has 

grown up, and during recent years appears to be decidedly upon the 

increase of piling up what are sometimes called ‘internal reserves,’ 

sometimes ‘indisclosed reserves’, and sometimes ‘secret reserves.’ 

The term ‘secret reserve’ does not seem to be much used save by 

those ‘who oppose this particular kind of policy and regard it as 

being highly undesirable. 

“The effect of the policy is to withhold from those to whom the 

Balance Sheet may be sent the fact that the undertaking has made 
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certain profits which have not yet been divided. The directors do 

not ‘account’ to the extent of such reserves. On the face of it that 

might seem to be entirely improper and highly unjustifiable, but it 

has been held that there is nothing whatever illegal about such a 

practice so long as it is not contrary to the regulations of that 

particular company. Most companies in their regulations take 

power for their directors to make such reserves as they think fit, 

without specifying whether those reserves are to be shown upon the 

face of the Balance Sheet or not. The only thing that the Courts 

have so far objected to in the matter is that they have decided 

that the existence and the extent of these reserves must not be 

concealed from the company’s auditor. They throw upon the latter 

the grave responsibility of determining whether he shall make any 

disclosure to the shareholders with regard to the matter. This seems 

very clearly to suggest that the auditor will not do so without good 

reason, so that as long as the directors are acting in good faith 

these internal reserves are apparently recognized as being a reason- 

able business policy. 

“Such reserves may be made in a great number of ways, all of 

Which will indirectly affect the published Balance Sheet. Excessive 
sums may be charged against current profits to provide for con- 

tingencies, such as the wear and tear and obsolescence of equip- 

ment, possible future bad and doubtful debts, the deterioration in 

value of stock in trade or investments, and so on. Almost every- 

body applauds the systematic and drastic writing down of good- 

will in the case of a successful company. The policy iis, no doubt, 

exesllent in itself, but we have got to remember that the more suc- 
cessful the undertaking may be, the more valuable does its good- 

will become. Although, therefore, we may write goodwill off 

against profits, and out of the Balance Sheet as rapidly as the 

earning capacity of the undertaking will permit, we are deliberate- 

ly preparing a Balance Sheet which under-estimates the value of 

that particular asset. The policy may be justified on the ground 

that even in the most successful business the ‘value of goodwill is 

subject to wide fluctuations, because even in the most successful 

business profits fluctuate ; but, however that may be, the effect of 

writing down goodwill is to state this particular asset in our 

Balance Sheet at less than we believe it to be worth ,and to leave a 

corresponding amount of money (if the profits are realized profits) 

in the control of the directors for future purposes. 

“We may also build up internal reserves by over-stating the 
total amount pf our liabilities, by including reserves for possible 

future claims or in excess of what we really believe to be the actual 

extent of our commitments at the present time. Again, various kinds 
of outlay, which result in acquiring new possessions, whether by 

way of buildings or plant or investments, or what not, may be and 
sometimes are charged direct against profits as a working expense, 
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with the result that that which has been acquired as a result of this 

outlay does not come into the Balance Sheet as an existing asset at 

all, ‘he result of this kind of policy is that it leaves us without 

any formal record in our accounts of the property that we have 

purchased, the existence of which ought to be carefully verified 

from time to time. 
“The strongest argument in favour of reserves, whether dis- 

closed or undisclosed, is the impossibility of saying with absolute 

certainty what the future has in store for us. We are only justified 
in putting into our Balance Sheet as assets that which we think we 
shall lin the future receive real value for, either when it is disposed 

of and turned into money, or as the result of using it in its existing 

form. We can never say with absolute certainty what future 

benefits we shall derive from our present possessions. We must, 

therefore, leave a wide discretion in the hands of those responsible 

for the management of the business as to the value that they put 

upon these items as being fair and reasonable. Similarly, although 

not as a rule to such a great extent, it is not practicable in the case 

of a going concern to say with absolute certainty what claims may 

be made upon it in the future arising out of events that have already 

happened. We must permit the management, therefore, to provide 

an adequate and even a generous amount for future contingencies 

which, in their judgment, not only are likely to happen, but also 

may happen. We cannot, and ought not to, complain, but rather to 

congratulate them if their general policy lis always to be upon the 

safe side, and to aim at disclosing a position in their published 
Balance Sheets that is certainly not better than the true position. 

“We see then that we must give the accounting parties a very 

wide discretion as to how they frame their accounts, and that in the 
nature of things they cannot put before us a statement of facts in 

connection with things that have not yet happened, and that things 

which may happen in the future will react upon what is, or is 

thought to be, the present position, in so far as they have not been 

provided for or have been over-provided for. In spite of all this we 

must draw the line somewhere, or we shall find that we are driven 

to the conclusion that the Balance Sheet may mean little or nothing, 

and would, therefore be useless. 

“It is only shareholders who have a statutory right to see a 

Balance Sheet. On the other hand, most companies go much further 

than that and issue copies of their Balance Sheets to practically 

anybody who likes to ask for one, and some even go to the extent of 
advertising their Balance Sheets so as to make them, as far as 

possible, common knowledge. There must clearly be some re- 

sponsibility resting on those who publish Balance Sheets for the 

information they contain, even although you may not find their 

responsibility defined in the Companies’ Acts. We find it mention- 

ed, however, in a rather forceful way in the Larceny Act, where it 
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is provided that it is a misdemeanour to publish a Balance Sheet 
with intent to deceive a member or a creditor, or with intent to 

induce anyone in the future to become a member or a creditor, so 

that the Balance Sheet is not a purely domestic document. 

“In ordinary practice Balance Sheets seem to be used, and 

to a surprising extent to be relied upon, not merely as a means by 

which the rank and file of the shareholders may test the degree of 

success With which a board of directors has conducted the affairs of 

the undertaking, but also as a means of enabling the initiated to 

determine what is the true value of the company’s shares from time 

to time. It is very doubtful whether a Balance Sheet can be of 
much use for this latter purpose. The true value of the shares in a 
company depends, no doubt, to a certain extent upon what return 

would be likely to be made to shareholders in the event of the com- 

pany being wound up, but it depends certainly to a greater extent 

upon the fincome derived from the possession of the shares and the 

degree of probability of that income being maintained. The Balance 

Sheet as ordinarily prepared gives very little idea as to what share- 
holders may expect to receive if the company were wound up. It 

will give some lidea as to the probability of the business being 

successful in the future, and it should enable us to determing 

whether the resources of the undertaking are sufficient to enable it 

to meet its debts as they fall due. (We may, by looking at a Balance 

Sheet which has been prepared with reasonable honesty, satisfy 

ourselves that it is not likely that the company will be obliged to 

discontinue operations because it is unable to pay its debts, or we 

may form the conclusion from looking at the Balance Sheet that 

there lis a greater or a less probability that it will be obliged to stop 

for want of money ; but we can form no very useful idea from look- 

ing at any Balance Sheet as to whether the profits of the next few 

years will be as great as those of the last few years. You must re- 

member that perfectly sound undertakings sometimes carry on for - 

a year, or even more, with very little profit, or perhaps even at a 

loss. The existence of sufficient reserves ‘will, however, enable them 

to tide over lean years, and still to go on paying dividends. That 

we may form a useful idea of the position of an undertaking from 

its Balance Sheet is all that we are able to say. 

“The Balance Sheet should show in reasonable detail the 

grouping of lits assets. Most Balance Sheets do that. Some cer- 

tainly do not ; and as an illustration of one that does not, I should 

like to read you an extract from a Balance Sheet of a well-known 

company. Explaining an outlay of upwards of 5% millions sterling, 

it does it in five lines of print, as follows :—‘By land, water rights, 
reservoirs, effluent works, buildings, plant, machinery, office furni- 

ture, goodwill, designs, engraving, and sampling. as per last ac- 

count, £5,776,212 19s. 8d. Further capital expenditure at cost (less 
sales) for the two years ended 26th June, 1920, £14, 922 16s. 11d., 
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making a total of £5,791,135 16s. 7d. I suggest that that is not an 

ideal way of disclosing to interested parties what the main resources 
of the undertaking consist of. Another example of how not to do it 
I should like to give you: The Balance Sheet of a shipping com- 
pany having total assets amounting to £1,305,000 odd, explains 

£1,073,811 of that amount by simply describing it as ‘Stock in 

steamships and investments, book value at 31st December, 1918, af- 

ter deducting depreciation previously written off.” At the annual 

méeting of that company the chairman was asked whether he would 
state how much of that figure represented steamships and how 

much represented investments, and he said that it was not in the 

interests of the company to give that information. At that time 
the £10 shares of the company stood at about £45. A litvie later the 

ships were sold, and the company was wound up, and the return to 

the shareholders is now expected to be about £130 per share. One 

wonders whether it really was in the interests of the company that 

shareholders should have no information which would suggest to 

them that their shares were worth a very :great deal more than the 

current market price. 

“T put these matters before you, but I have no time this even- 

ing, and I do not think that I have any particular inclination just 

now, to suggest a remedy. I have merely tried to point out to you 

that the question of what a Balance Sheet ought to be, and ought 
to contain, is not a very simple one that can be answered offhand, 

and yet that it is a very urgent one, in that clearly there are cases 

where shareholders and other interested parties do not get the 

information. that would be of great use to them from the published 

accounts, and seem at present to be entirely wihout a remedy.” 

(Applause.)—The Accountant. 

THE INCOME TAX ACT.* 

By Bert R. MASEcAR, C.A. 

Mr. Chairman and Gentlemen :— 

N undertaking to speak to you on the Income Tax Act I know that 

| I have assumed a very large task and, knowing the magnitude of 

the subject, I hope you will appreciate my position in endeavoring 

to present to you a few phases of a large and intricate matter. 

As you have all undoubtedly read numerous booklets on the 

various penalties and provisions of the Act I do not propose to take 

*An address given at the 8th Annual Convention of the Retail 

Merchants of Saskatchewan, June 17th, 1921. 
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up your time dealing with these items but will rather endeavor to 

speak on some items which have been met with in my experience. 

On account of the rulings of the Department not being made public 
every person is necessarily bound to be guided by his own exper- 

iences and rulings which he obtains in regard to his, own returns 

and by sound business common sense. 

The Income Tax Act is a comparatively new enactment and as 

it is an Act which has to be experimented with for quite a length 

of time before real hard-and-fast working rules can be laid down 

to cover all cases it is but natural that a good many complaints are 

laid against the Income Tax Department. Some of the complaints 

are undoubtedly just and right and it is my opinion that if more of 

the business men would undertake to stand behind their complaints 

and take them up with Ottawa they would obtain relief. I do not 

hold any brief for the Income Tax Department, but I will say that 

I have found that where a man or a Company has good grounds for 

objecting or appealing against the assessment made on them and 

has taken the matter up with Ottawa they have been accorded fair 

treatment. The officials in the local Income Tax offices have certain - 
rules laid down by Ottawa for their guidance and it is not in their 

power to alter those rules. The power of making special decisions 

and rulings lies with the Minister of Finance and that power can 

not be delegated to all the clerks in all the various Income Tax 

offices throughout the country. In the majority of cases if the tax- 
payers will give the local income tax offices the information they 

ask for there will not be very many appeals against the assessments 
made. The work of the Income Tax offices has undoubtedly been 

greatly increased by taxpayers endeavoring to avoid the issue and 

refusing to answer what to them appeared to be useless questions. 

You must remember, however, that the assessors in these offices do 

not know all the details of your business as you yourselves do and it 

is only to be expected that they will have to ask questions in order 

to be able to understand your financial statements. You know, 

nearly every business man has a different way of keeping his books 
and of preparing his financial statements and for thig reason it is 

difficult for the Income Tax assessors to clearly understand every 

statement sent in to them without getting supplementary inf>rma- 

tion from the taxpayer. 

Dividends when received and shown by the taxpayer share- 

holder are not subject to the normal tax as that tax has already 

been paid by the Company from which he received the dividend. If 

a person’s income is such that he only pays the 4% rate then the 

amount of his dividends at 4% is deductible from the tax as com- 

puted including the dividends, and if he came within the 8% normal 

tax rate the rate to be charged on the dividends for deduction pur- 
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poses would be at 8%. Two examples will illustrate this matter, 

and I am taking the case of a married man without any dependents:— 

Salary or profits from business ........ $2,000.00 

DAVMIONGE '. Jo5 gies biter apa Pea Meets «oh late 400.00 

Dotal Income .t 6). .).. sais ass : .... $2,400.00 

Statutory exemption .................. 2,000.00 

NE) WUMSONS © os eran «aca pwaeieene $ 400.00 

Normal tax, $400.00 @ 4% ........... $16.00 

Deduct dividends of $400.00 at normal 

tax: Tate. :Of 8%): ovedenca sans 6 $16.00 

OGRE DANE fei adia's en eae he ¥ me Nil. 

SAE: CP TOE TIONG. | ice + oad waioas ticen'e $6,800.00 

Dividends received ..........sseseesces 4,000.00 

$10,800.00 

Statutory exemption ........ Sons ate Con 2,000.00 

DORRING:  SRUOURG Sih s ea ay cce ow eo $8,800.00 

Normal tax, $4,000.00 @ 4% .......... $160.00 

Normal tax, $4,800}00 @ 8% ........ a 384.00 

Total normal tax before deductions $544 00 

Deduction for dividends $4,000.00 @ 8% 320.00 

Net Normal tax payable .......... $224.00 

Surtax at 1%, 2%, 3% and 4% rates .. 142.00 

5% on above two amounts ............. 18.30 

Total tak. Dahle 66s essere hs ae oes $384.30 

Money received under wills or the proceeds of life insurance 

policies are not income for taxation purposes, but any profits made 

from the use of such monies, except as noted herein in respect to 

investments and speculations, are taxable income. 

It must be remembered that the Income Tax Department does 

not have to rely solely on the taxpayer for information in regard 
to his return but may call on anyone with whom he had business 

dealings to produce their books and records to show the business 

conducted with the taxpayer. 

Persons in Canada who are acting as agents of persons residing 

outside of Canada are required to make a return of income which 

passes through their hands on behalf of the non-resident. 
If you have income coming in from other Countries you are 

entitled to deduct from your tax the amount of income tax paid to 
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the other Country up to the amount of tax payable on that particu- 
lar income in Canada. This deduction in only allowed where the other 

Country reciprocates by allowing similar deductions on Canadian 

income of residents in that Country. 

Failure to keep books or to make the necessary returns does 

not exempt a person from paying Income Tax as the Finance 

Minister has the authority to say what your income is and in such a 

case the burden of proving that your income was not that much 
rests on you. 

Profits made from speculation outside the regular business of 

the taxpayer are not taxable income. If a merchant draws money 

from his business and buys real estate for $3,000.00 and sells it for 

$4,000.00 the $1,000.00 profit is not taxable as it was realised out- 

side his reuglar business and is considered an increase of capital 

rather than income. Had the $3,000.00 been invested in real estate 

with a house whicn was rented the rentals received after deducting 

taxes, insurance, sepairs and dpreciation, would lave to be shown 

as income for taxiticn purposes until such time as the property 

was sold. Had this property been bought and sold by a man in 

the real estate business the $1,000.00 profit on the sale of the pro- 

perty would have been taxable income as that was his business. 

where profits are made in a transaction the payments on which 
extend over a number of years it is permissible to show only .the 

earned profits each year in proportion to the amounts paid on the 

agreement, but it is necessary to keep good records in such cases 

so as to be able to ascertain the unearned profits each year. If a 

man in the real estate business bought a piece of land for $4,000.00 

and sold it for $8,000.00, $2,000.00 cash and $2,000.00 per year for 

three years, the total profit would be $4,000.00 which is 50% of the 

sale price of $8,000.00, so that 50% of each payment received would 

be profit and $1,000.00 profit only would need to be shown each 

year. Investments and speculations are treated by the Income Tax 

department as capital assets and when these capital assets are sold 
the increase in value is considered to be an increase of capital, not 

revenue. But while the Capital assets are in the hands of the tax- 

payer any dividends, rents or other revenue received are considered 

as revenue or profit. 

A married woman with an income of her own is entitled to 

an exemption of $2,000.00 and above that figure she must pay the 

same taxes as any one else. In the case of children, where a wife 

has a separate income, either the husband or the wife may claim 

the $200.00 exemption for each child, but not both of them. 

The Income Tax Act does not alter the fundamental principles 

underlying the taking of inventories at the close of fiscal years. 

Stock should be taken at cost price, plus freight and cartage, or 

present values whichever is the lower. Increase in values of goods 
on hand should not be considered when taking stcck as that is 

anticipating a profit. Stock taken on the basis of cost or present 
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value, if present value is lower than cost, will be accepted by the 
Income Tax officials. 

In Great Britain a three year average is taken in computing the 
tax payable, but up to the present time that does not apply in 

Canada. It would not be surprising if our Act was amended at 

some later date to cover this point as it would seem to be an equit- 

able manner of levying the tax, particularly in regard to some 
businesses. 

The Income Tax Acts have been in force in England and the 

United States for a much greater length of time than in Canada and 
consequently they have their organization working to better 

advantage than we have. The Chartered Accountants Association 

have been trying to obtain a complete list of rulings from the In- 

come Tax department in order that they might be in a position to 

publish the information for their members who would then be abie 

to advise their clients as to the proper method of making up their 

accounts, writing off depreciation, creating reserves for bad debts, 

etc., etc., but up to the present time they have met with no success. 

The latest information is that the Department has advised that the 

rulings and Act are to be consolidated after the close of the session 

of the House which ended a couple of weeks ago and that the rulings 

would then be available to the public. All we can do is be patient and 
where cases come up which are obviously unfair and unbusinesslike 

take the details to Headquarters at Ottawa and endeavor to obtain 

satisfaction there. The clerks in the Income Tax offices have not 

had a great deal of training in that line of work in the majority of 

cases and the easier the taxpayer makes their work in connection 

with his return the easier will be his lot in dealing with the same 

officials. 
Any attempt to manipulate the books so that no profit will be 

shown will undoubtedly end in disaster, because if no profit is! shown 

for Income Tax purposes how are you going to declare dividends or 

draw profits from the business. Aside from this, such a practice is 
dangerous as you do not know when some member of the Income Tax 

staff will step in and check your books. If you have a bookkeeper such 

a method is! not feasible for the reason that the bookkeeper may leave 
your employ and there is nothing to prevent him talking about the 

way you manipulated your accounts, and when one person starts a 

story like that going it is hard to say where it will end. Outside of 
all the reasons for not making false statements on the grounds of the 

danger of a “ come-back” it is hardly honorable for a man to shirk his 

share of the Country’s burden and let the rest of the community pay 

his taxes. I have always believed in the principle of every man. with 
an income keeping proper and true books, making proper returns and 

paying his taxes and so never having a fear that some day he might 

be checked up and caught doing what he should not have done. 
The biggest handicap in the Act as at present, to my mind, is the 

one which makes it necessary for the taxpayer to compute his own tax 
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before sending the forms in. This handicap would not be so great if 

the taxpayer had only one rate to figure on instead of so many differ- 

ent rates if his income is over $5,000.00 or $6,000.00 per year. It has 

appeared to me that it would be an easy matter to compute the amount 
receivable under each rate of income and then work that amount back 

to a percentage of the income, thus giving a fixed rate for each 

different amount of income. Thus it could be set out that on all in- 

comes between $2,000.00 and $5,000.00 the rate shall be 4%, on all 

incomes between $5,000.00 and $6,000.00 the rate shall be 5%, on all 

incomes between $6.000.00 and $8,000.00 the rate shall be 5%%, on 
ail incomes between $8,000.00 and $10,000.00 the rate shall be 6%%, 

and so on up the scale with an increasing single rate for each varia- 

tion of income, instead of having the taxpayers endeavor to compute 

the tax on the basis asi at present. It seems to me that an organiza- 

tion such as yours could well take this matter in hand as you have a 

strength behind you which an individual has not. 

It might not be out of place in a talk of this kind to throw out a 
warning in regard to the employment of people who claim to be In 

come Tax experts and who claim they can save you a lot of money by 
reducing the amount you will have to pay for Income Tax. Of course 

there are certain legitimate deductions which we are entitled to deduct 

from the profits, but outside of these if a man tries to get ahead of 

the Income Tax Department he is going to get caught sooner or later. 
I might cite one instance which I know of and which explains this 

matter more or less emphatically. A retail merchant engaged a man 

who claimed he could get around the Act so this merchant would have 

to pay very little income tax and that on account of his connection 

with the Incme Tax office the accounts would be passed as presented 
by him. Shortly after these accounts had been made up the man’s 

connection with the Income Tax office was broken and when the return 
was checked up by disinterested clerks in the Income Tax office the 
merchant was asked to explain a lot of items which were not in order 

and as a result his statements did not go through as they had been 

made up by the expert. It appears to me that these people who claim 

they can save the taxpayer a lot of money on his income tax are out 

after “easy money,” that they will only last for a short while and 

will then take up other work which promises quick returns for the 

time spent. In the long run a man will always be better off by having 

his books and accounts handled by reputable persons, who do not claim 
to do wonders, and by having his returns made out properly and in 

accordance with the facts. Please do not misunderstand me in this, 

as I have no intention of conveying the impression that a man should 

not fight for every legitimate deduction he has made in his returns, but 
on the contrary I believe when a man conscientiously makes up his 

books and returns on the basis of what he considers good business he 

should be prepared to contest any effort on the part of the Income Tax 
officials to disallow that deduction and it jis for him to stay with his 

case until he is convinced he is in the wrong. There is the case of one 
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of your members which illustrates this point. This man commenced 

business in January, 1918 and for the first year closed his books! at 
January 31st, 1919 and sent in a return. The second year was closed 
at Decembtr 31st, 1919 and a return was sent in. I understand the 

Income Tax Department have combined these two statements and 

called them all one year, although they include 23 months business. 

Of course, the Income Tax Department are undoubtedly contending 

that the year ends were all in the same calendar year. It would 

appear to me that this man has a legitimate reason for appealing as, 

even if they will not allow the return for the eleven months ended 

December 31st, 1919 to stand as one year, the man should have an 

opportunity of revising his books and statements so as to make his 

year end come on either December 31st or January 31st in each year 

and amend his income tax returns accordingly. But as this case is 

very exceptional it is for this man, or his representatives, to contest 

the point as far as it is possible and endeavor to secure a just ruling 

in regard to the matter. And I believe if all the facts in the case are 

put before the chief officials in Ottawa that the man will be fairly 
dealt with. 

Me must not forget that this Act is a law of our Country and as 
such must be lived up to. Revenue must be provided for the Country 
to carry on with and to pay the debts incurred during the Great War 

and while we may criticise the Government for the manner in which 

this thing and that thing is done yet our only remedy, if we have such 

criticisms to make, is to elect the proper men to conduct the affairs! of 

the Country and men who will see that money is not wasted. The Act 

is there and we might as well make up our minds to pay our propor- 
tion of the taxes due under that Act. Men have in the past boasted 

that they were not paying any Income Tax but in the end those men 

will be checked up and will certainly have to pay more than they 

would have had they sent in the proper returns at the right time. 
The initiative of obtaining the forms and sending them in rests with 

the taxpayer not with the Government to send out the forms. Every 
person who is subject to the tax, meaning any one who has an income 

of over $1,000.00 if unmarried and over $2,000.00 if married, must 

make a return whether they receive a form through the mail or not. 
The penalties provided for in the Act for not complying with the con- 

ditions of the Act are very severe and ‘it behooves every person with 
an income to make themselves thoroughly acquainted with the 

requirements of the Act so they will not make themselves liable to the 
penalties through ignorance. 
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VERIFICATION OF INVENTORIES. * 

By A. L. Philbrick. 

HE specialized feature of accounting known as auditing has 

T developed in recent years to an extent far beyond the expect- 

ations of accountants of twenty or thirty years ago. At the 
present time auditors are depended upon by all classes of business 

men who desire the opinion of a disinterested third person in regard 

to the history or standing of a business or company. This history 

tells by what means a business enterpriise has arrived at its present 

condition and proves or disproves the statements of the officers as 

to the assets the company or firm possesses and the liabilities which 

it has assumed, Men who desire to purchase a business already 

established no longer depend upon their own judgment as to the 

condition of the firm which they are about to purchase even though 

they may be men of years of experience in that branch of trade or 

manufacture in which they desire to engage. They realize the 

impossibility of depending upon the accuracy of their own judgment 

and their own specialized knowledge of the conduct of details of the 

business. When they wish to know the values that at present con- 

stitute the property which they wish to buy, they look to the auditor 

to investigate for them and report to them on every feature of the 

business and particularly upon the volume of its present assets and 

the extent of its present liabilities. 
The banker to whom the business man applies for a loan of 

funds with which to conduct his business is now avoiding the long- 

established banking custom of depending solely upon the character 

of the man who applies for the loan. There have been so many 

unfortunate results from this old banking practice that the banker 

now asks the auditor to investigate for him in regard to the assets 

and liabilities involved in applications for loans. 

An executive committee of a corporation, which is so cee that 

no group of men can visualize its entire activities and give proper 

weight to details, realizes the hopelessness of attempting to in- 

augurate a new policy in regard to the affairs of the company, 

whether that policy be one of expansion or retrenchment, without 

at first ascertaining from this disinterested third person, an audi- 

tor, the exact situation, The auditor is called upon to supply this 

infermation and upon the facts which he reports the future con- 

duct of the business is determined. 

These are but a few of the many different purposes for which 

an auditor is engaged. Many thousands of dollars are invested or 

are withdrawn from investments as a result of his findings. 

* A thesis presented at the May, 1918, examinations of the 

American Institute of Accountants. 
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Hundreds of skilled and. unskilled workers are given employment or 

discharged from employment on the basis of his opinions. Bankers 

lend or refuse to lend ; stockholders invest or refuse to invest ; bond 

holders and prospective bond holders are led to purchase bonds or 

are led not to purchase them as a result of the published facts which 

he ascertains. In general, his responsibilities involve the fortunes 

of thousands of people, and the extent of his responsibilities is usual- 

ly appreciated by him to the full degree. 
In the course of scores of years of the practice of accounting in 

Scotland, England and the United States, the accountant has es- 

tablished the custom of communicating opinions reached as a result 

of audits by means of one of three or a combination of three dif- 
ferent written instruments. The occasion often arises whereby the 

accountant is called upon to supply a list of the assets or liabilities 

of a company or firm as at a certain date. Again, the accountant 

is called upon to supply a statement of the profits that have been 

made during a certain period or a certain number of periods. Al- 

most always one of the three above-described statements is prepared 

by the auditor, and usually all of them. the first is called a balance- 

sheet, the second a profit and loss account, or statement of profit 

and loss, and the third is usually called the report. 

Many times abusiness mandoes not understand the significance 

of the facts that are presented on the balance-sheet or profit and loss 

account, Through lack of practice he often is unable to compare one 

item with another and by means of this comparison arrive at a 

correct estimate of the present condition of the company or of the 

prospects for its future success. Auditors have attempted to aid 

him to understand these figures by writing a report which generally 

describes the method that the auditors used in preparing the two 

main statements mentioned above. In addition the auditor usually 

makes certain comments which illuminate to a very great extent 

certain portions of these two statements that have previously  re- 

mained in shadow as a result of a business man’s inexperience in 

the interpretation of similar statements. The figures as given are 

the work of the auditor or accountant himself. He is responsible for 

their accuracy, and he is obliged to present them in such a way that 

his client or those who may see them cannot possibly misunderstand 

them. It is not enough that his statement can be understood. It must 

be so clear and plain that it cannot possibly be misunderstood. 

This, briefly stated, is the work that the auditor is called upon 

to do and these are the responsibilities that he assumes. But there 

always is involved in his work such an equation of human judgment 

that the question often arises as to how far his responsibility goes, 

considering that he is human and that he is dealing with human 

beings. He is not inclined to enlarge upon the limits of his re- 

sponsibilities in this respect, and he is not inclined to advance the 

legal excuse, on which he may technically rely, of having used due 
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care and diligence. The extent of his responsibilities is measured 

by the standards which he sets for his own work, and in recent 

years the weight of professional opinion has resulted in his assump- 

tion of far greater and far heavier responsibilities than the auditor 

of two decades ago considered within the bounds of reason. 

The three main statements, then, the balance-sheet, profit and 

loss account and the comments, reflecting as they do the static 

condition of the business on a certain day and the progress of the 

business over a certain length of time, contain everything for which 

he is responsible. If there is a weakness in fact in any one of these 

statements his work is discredited. 

Strangely enough, there is-one common item that appears in 

each of these two statements, and this common feature offers more 

chances for error than almost any other item that appears. This 

item is the key-stone of the entire structure of his work. If it is not 

accurate—if it is not sound in every respect—the auditor is lost. No 

amount of painstaking work or exacting care taken with other 

parts of his reports can counteract the effect of error here. To add 

to his difficulties, this one item offers lures such as are not to be 

found anywhere else. . 

This one item is the figure which shows the value of the raw 

materials and completed stock on hand and is commonly called the 
inventory. 

Before going into the difficulties involving the verification of 

the inventory, it may be well to explain just why this figure is of 

such vital consequence. As stated before, it appears in two places, 

on the balance-sheet and in the profit and loss account. In the 

balance-sheet it appears among the current assets, one of the two 

~ most important parts of the balance-sheet. The excess of current 

assets over current liabilities is generally called the working capital 

of the company. The working capital is the first line of defence of 

a commercial enterprise. A strong position reflected by the work- 

ing capital indicates the present power of the company. The ability 

of the company to withstand extended periods of depression depends 

at first upon its resources in the shape of working capital, and 

secondly upon its resources in the form of fixed capital. The inven- 

tory usually forms a large part of all the current assets. If the 

inventory be overstated the current assets are overstated, the 

working capital is overstated and the company is made to appear in 

a much better financial condition than that in which it really is. A 

scheme of expansion based upon this overstated working capital 

may plunge the company into a receivership or it may encourage a 

laxness in enterprise which may have a disastrous effect. 

This inventory figure that is used in the balance-sheet among 

the current assets must also be used in the profit and loss account 

to determine the extent of the profits. If the inventory be over- 
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stated, the profits are overstated, indicating that the return the 
company has made on its invested capital for the year is unduly 

large. As a result the expectations of stockholders, bankers and, 

in general, the investing public are raised to a point higher than 

conditions warrant. If the inventory be understated, the current 
assets are understated and the profits are also understated; and 

plans for expansion which might well be undertaken are abandoned, 

and capital which might be i a a good return is unnecessarily 

frightened away. 

An error in the inventory at the beginning of the year is re- 

flected in the statement at the end of that year, for the same figure 

is used in the profit and loss account at the end of the year as was 

used at the beginning. The vitally important position, therefore, 

that the inventory occupies in the statement prepared by an auditor 

can readily be understood. If the auditor could be absolutely sure 

that the figure he has obtained is correct, he would avoid one of the 

most interesting problems in practice and in ethics that is present- 

ed to the members of any profession. 

An understanding of the auditor’s difficulties in respect to the 

inventory may be shown by describing some of the conditions under 

which this work is done . 

In the first place the inventory is usually presented by the com- 

pany itself, which is vitally interested in a clean bill of health from 

the auditor. The company officers or employees count the goods, 

weigh them or measure them, company officers or employees put 

the prices on these goods, raw materials and finished product, and 

company officers and employees usually perform the clerical work 

of placing the values in the money column, by multiplying the 

quantity by the price. After their work is done the auditor is called 
upon}to verify it, and generally his work consists of proving : 

(a) That the goods listed were on hand at the date when the 

inventory was taken ; 

(b) That the goods and material listed were in market- 

able condition at the date of the inventory ; 

(c) That the materials were all raw materials, work in pro- 

cess,, or completed goods such as a company would naturally have 

on hand, and that there is nothing listed that cannot be so described ; 

(d) That the goods listed were not pledged as security for 

loans still outstanding ; 

(e) That all the goods that were in the company’s possession 

were the property of the company—that is, they were not goods held : 

on consignment from outside firms ; 

(f) That liabilities have been set up for all the goods that 

have not been paid for ; 

(g) That the prices used were the current market prices at 

that date or were actual cost prices, providing the cost prices were 

lower than the market prices at the date of auditing. 
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(h) That all the extensions, footings and summaries and all 

other features of the clerical work are correct. 

The above catalogue of things that must be proven by the 

auditor in respect to an inventory comprises only those that have to 

be proven in regard to each inventory that the auditor examines. 

There are other difficulties that present themselves in special cases, 

so that the task that the auditor has of the presentation of a correct 

inventory figure, whatever may be the unusual conditions surround- 

ing his work, Or involved in the preparation of the inventory itself, 

is never easy. If the auditor has become involved in an error in the 

inventory. he can present any number of extenuating circumstances 

that would hold in the courts of law, but evidence which might read- 

ily be allowed by law in regard to a great many features of business 

life cannot be conscientiously presented by any professional, man 

whose standards are ideals and not statutes. 

With this standard in mind I should like to discuss now the 

responsibility that the auditor assumes in regard to inventories as 

they relate to the items that have been presented above. 

In the first place, the condition must be accepted that inven- 

tories are prepared by those who are most vitally interested in 

presentation of a high financial standing of the company. The 

auditor very seldom encounters a deliberate falsification of an in- 

ventory, but he does often encounter that optimistic state of mind on 

the part of company officers which results in the presentation of 

such financial results as the company officers desire should exist. 

Their personal interests are so heavily involved that, no matter how 

judicial they may attempt to be, there is usually presented the most 

favorable value of the company’s goods and material on hand. On 

the other hand, there are occasions when the personal interests of 

those who have the preparation of the inventory in charge are best 

served by an undervaluation of the inventory, which is as grave a 

departure from the truth as an overvaluation. This, in itself, puts 

the auditor on his guard, and he goes over all items realizing that 

each one may be more favorably presented than if an impartial 

person or number of persons had been responsible for the figures. 

The fact that the goods were on hand at the date when the in- 

ventory was taken must be proven by the auditor, and when we say 

“on hand,” we mean in the possession of the company at such a 

place and under such conditions that they are under absolute control 

of the company. These goods may be in the warehouse 

of, the company, or they may be in the warehouse of another com- 

pany from which they were purchased or they may be in the hands 

of a common carrier. If it can be proven that they were in the 

warehouse of the company at the date of inventory, there is a strong 

presumption in favor of the belief that they were actually the pro- 

perty of the company at that date. But the auditor is not justified 

231 



THE CANADIAN CHARTERED ACCOUNTANT 

in assuming without question that they were the property of the 

company. He must have an additional proof of their own owner- 

ship. They may have been moved in one day and moved out an- 

other; and by tracing invoices of purchase, way bills, express 

receipts, dray tickets and other documents that currently pass in 

the regular course of business, the fact of their ownership may be 

more clearly established. This question of ownership is the ques- 

tion of prime importance which must be settled before any other 

verification, such as prices and condition of goods, can be of value. 

Not until the auditor has exhausted every measure to make this 

proof absolute to his own satisfaction (and his standards in this 

respect must be of the very highest) can he conscientiously assume 

that the goods were the property of the company whose books he is 

auditing. 

He must also satisfy himself that the raw materials are in 

such a condition that they can be converted into finished product 
_ which the company can sell, and the finished product that is,on hand 

must also be in marketable condition. This question involves the 

use of rare judgment on the part of the auditor and involves a 

knowledge of the market in which these goods are to be sold. In 

our country, where the manufacture and sale of luxuries constitute 

such a large proportion of the business done, there is a chance of 

serious error in this respect. 

For example, styles affect values in a very large number of 

commodities which are sold. This fact is no better illustrated than 

in articles of women’s wear, where the styles constitute anywhere 

from 70% to 90% of the values of the goods. Forms for women’s 

“hats may be worth $2.00 apiece when the style ig up-to-date, and a 

few months later be sold for 10c. apiece because the style has 

changed. The quality of the material has not changed, the form on 

which it was manufactured has not changed, but the demand for 

that form has changed completely. The same condition exists in 

the case of women’s shoes, the cloth and texture of cloth for men’s 

and women’s clothing. And when jewelry is considered there is 

sometimes nothing left but the intrinsic value of the gold or silver 

which is used in the manufacture. 

Conditions in the old methods of manufacture of almost every- 

thing will result in complete changes on account of an invention of a 

new machine, a newly discovered use for an acid or a new method 

for firing a boiler. If the goods are not in marketable condition, 

the prices should be reduced ‘to the lowest possible figure ; and often 

these prices have to be reduced to the value of the raw materials 

that are in the manufactured product simply because the manu- 

factured product is no longer salable. The reason for this reduction 

in inventory price is seldom seen by manufacturers. Their argument 

usually is to the effect that the goods cost them a certain price to 
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make and, therefore, that price should be the inventory price because 

it is the cost price and that the goods are worth as much now to 

them as when they were made although they realize that they 

could not obtain that price in the open’ market. 

Oftentimes there is included in the inventory raw material or 

work in process or completed goods which the company does not 

have on hand in the regular course of business. All these articles 
should be excluded and placed in another classification amongst the 

current assets. The inclusion of deferred charges to profit and loss 

in inventories is very common, as is also the inclusion of bonds or 

mortgages held, as well as personal loans, which may not have even 

a note receivable to indicate their existence. If these assets are 

allowed to remain in the inventory, even though they may be worth 

all the value that is given to them, the inventory at the end 

of the year may not include them because during the course of the 

year they may have been sold. Such sales are seldom recorded as 

part of the balance of the company and, of course, they should not 

be recorded, but when they are included in one inventory and left 

out of another, the inventory as presented is not correctly stated. 

Expenses for the defense of patent suits and the costs of experi- 

mentation in new processes ,yno matter what the condition may be 

under which they are listed by the company itself, should never be 

allowed to appear in the inventory that the auditor places before 

the company’s stockholders and the investing public. In the 

balance-sheet which he finally approves, the auditor’s re- 

sponsibilities in this respect are, in my opinion, almost. without limit. 

The auditor should also be sure that none of the goods listed on 
the inventory has been pledged as a security for a mortgage. This 

fact can be established sometimes by an investigation of all the cash 

receipts. But there is one feature of an inventory of which there is 

no absolute proof. A dishonest merchant or manufacturer can 

Pledge all his inventory or all that the banks are willing to accept 

in the form of pledges and there may be nothing to indicate such a 

pledge on the books. The cash that has been received as a result of 
pledging these goods may be ‘credited to the personal account of 

the proprietor himself, and he may state that it represents advances 

out of his own personal funds. He may not even enter the cash so 

received on the books of the company but use this cash in the pay- 

ment of bills which have never been entered as liabilities and all re- 

cords of which he has been very careful to destroy. 

The accountant may take certain measures to discover liabili- 

ties in the form of pledges of raw material or completed products, 

such as correspondence with the known creditors of the company or 

with those bankers with whom the merchant or manufacturer may 

have had dealings during the course of the year. But all the precau- 

tions of this nature that he may take may not disclose the fact that 
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the goods are not free from any lien or mortgage. He may use other | 

methods that suggest themselves as a result of conditions that he 

finds surrounding the busingss of the company disclosed in other 
features of the audit. But he never can be absolutely sure that the 

goods are free and clear of financial incumbrances. He should al- 

ways obtain a certificate from a responsible officer or the owner of 

the business to the effect that the goods are not pledged as a 
security for a loan, but if the merchant is inclined to falsify his in- 

ventory he would almost as freely sign a false certificate. There is 

little satisfaction for the auditor in having documentary proof that 

his client is corrupt and untrustworthy if those who depend upon his 

balance-sheet for a financial statement suffer a financial loss. One of 

the purposes for which the auditor is engaged is to prove the value 

to the business of the assets that it has, and when the crash comes 

the auditor is not in a good position if he attempts to defend him- 

self by stating that his client lied to him. 

That. is the ethical side of the situation, and the creditors of the 

company are likely to believe that the auditor lacks ability if he 
permits himself to be deceived in this manner. However, if the 

creditor attempts to collect from the auditor the amount lost as a 

result of trusting in the balance-sheet, the, auditor has_ the legal 

defense of showing that he used due care and diligence ; but, as was 

stated before, that is the very last defense which an auditor wishes 
to present 

An error which may occur as often as any other is that of con- 

sidering goods that are on hand but are held on consignment as the 

property of the company. .Legally these goods are not the property 
of the company, although there is no way of distinguishing by their 

appearance that they are anything but live current assets. The 

auditor may encounter in the income of the company commissions 

that have been earned on goods sold, and such commissions are an 

indication of business being conducted on the consignment basis. 

The auditor is then put on his guard and should see invoices for as 

much of the goods on hand as can be possibly traced. The tracing 

of certain goods that are on the inventory by means of invoices is 

always difficult and many times impossible. 

Again the auditor may have to rely upon the certificate of the 

proprietor of the business, or he may be able to see that the total 

quantity of goods on hand is very large as compared with the 
volume of sales. There is no limit to the volume of goods that a 

consignee is willing to carry, because he does not have to pay in- 

terest on the money invested -in them, so that his inventory may be 

relatively inflated | with that class of goods and no indication be 
given that they are not his own property. The establishment of any 

principle or the promulgation of any formal rule in connection with 

the verification of the ownership of goods fis almost impossible after 
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the audit has been presented. The character of the tests applied by 

the auditor to meet the circumstances that he encounteres measures 
his skill and ability. He is not really excusable, in any circum- 

stances, from the charge of lack of ability for failure to detect such 

falsifications due to consigned goods, but the employment of an 

adequate number of reasonable precautions is always a good de- 

fense against the charge; of negligence and carelessness. 

Whatever may be the difficulties that have been discussed in 

the previous paragraph, all of them put together do not offer so 

many embarrassments to the auditor as those which occur when he 

attempts to establish correct prices that must be given to all the 

goods that are listed. Here he is confronted by past performances, 

present conditions and future prospects, all of which may be used 

against him in such a plausible manner by the merchant or manu- 
facturer'who fixed the prices that he may be deceived into a mis- 

statement of current assets and profits while attempting to be 

strictly impartial. 

“Shall current prices for the goods for the raw materials 

prevail ?” 

“Certainly not,” declares the manufacturer, “for the current 

Prices are below what the cost prices of the goods are to me.” 

“Shall the cost price be used ?” 

“Certainly not,” declares another manufacturer, “for at the 

present time I could sell the goods at a higher price than they cost 
me.” ‘ 

“Are these the cost prices on your manufactured goods ?” 
“They certainly are,” replies the manufacturer. They are all 

priced at the selling price and I have cut them down by 15%, which 
is the estimated profit that I make.” . 

“On what do you base these estimates ?” asks the auditor. 

“They are the estimates that I have used for years,” replies the 

manufacturer. “If I am not permitted to use these estimates, what 

cost figures:can you present to me? I make fifty different articles 

in my factory. The raw material is charged to merchandise account, 

the sales are credited to merchandise account, all the labor that I 

use is charged to merchandise and every other expense that I have 

is charged to merchandise ultimately, whatever may be the expense 

accounts that I keep during the course of the year.” 

The custom of the trade is one of the most common arguments 

used in favor of certain methods of price determination of manu- 

factured goods; and it is a fact that manufacturers of many classes 

of goods follow the same method in determining prices for their in- 

ventories. 
The auditor here also encounters one of the greatest difficulties 

in practice. He knows that the price that should be used for the 

valuation of manufactured materials is the cost to manufacture, but 
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he also knows that his client will not pay him to construct a 

system of cost accounts for the entire year from the original 

invoices, payrolls, expense bills and other charges that go to make 
up costs, He usually can arrive at a rough and ready determination 
of the costs by ascertaining the percentages of profits of previous 

years to the sales, providing the inventory is valued on a sales basis. 

This sales price basis is one of the common methods used by manu- 

facturers who do not know their costs. They always know what 
their selling prices are, and after excluding all items of income ex- 

cepting the sales of material, the accountant may deduct the per- 

centage that he has arrived at as a result of his investigations. The 
established rule of most auditors is to use the market price or the 

cost price whichever is the lower, and any departure from this rule 

should be carefully explained in the report or included in the certifi- 
cate that is attached to the balance-sheet. Investors are more 
inquisitive about the prices used in the inventory than any other 

feature of the accountant’s work, and the accountant can offer no 

better protection for himself than a complete and detailed descrip- 

tion of the method that he used in arriving at the prices in the in- 

ventory. 

The most obvious verification that the auditor must make is 

that of the accuracy of the clerical work, which means the exten- 

sions, the footings and the summaries of the totals. He is seldom 
expected to verify each extension on the inventory, but he would be 

grossly at fault if he allowed any material error to pass unnoticed. 

To summarize the position that the auditor is in, the state- 

ment can be made that he is'held responsible for the accuracy of all 

the figures in an inventory without being expected to perform the 

work which would be necessary in order to enable him to swear 

before a court that every figure is absolutely correct. This seeming- 

ly unreasonable responsibility he is asked to assume because of the 
skill and ability which his presence in the accounting profession 

implies, It is presumed that he is able to read the signs that hang 

on errors, and in this manner to discover them. He would probably 

secure few engagements if he insisted on being paid for going over 

every figure in the inventory. Morally he is responsible for the 

accuracy of all figures. Legally, however, he is not held responsible 
if the figures prove to be wrong, providing he has used due care and 

diligence, such as would ordinarily be used in the regular course of 

business or such care and diligence as the customs of the profession 

require. 

(The Journal of Accountancy.) 

36 



— ee ee 

we 

THE WoRLD’s BALANCE SHEET 

THE WORLD’S BALANCE SHEET. 

War Has Made an Appalling Mess of Old World’s Balance Sheet— 

Vast Sums Owed to Britain and United States, 

Now Chief “Creditor Countries.” 

The recent visit to London of M. Doumer, the French Finance 

Minister, to discuss with Sir Robert Horne the allocation of the 

first $200,000,000 paid by Germany in reparations, has in dramatic 

fashion directed attention to one of the gravest after-effects of the 

war. 

Half the world is groaning under a colossal burden of debt, 

which is mounting in interest by millions a week. The world’s in- 

debtedness to America is $8,000,000,000 of which Great Britain owes 

$3,888,000,000 and France $2,200,000,000. At the same time the 

world owes Great Britain $7,790,400,000. 

Practically no effort is being made to pay off these debts, for 

the position at present amounts almost- to the operation of a uni- 

versal moratorium, according to the London Daily News. 

Whole World Groans. 

Every nation which took any part in the great war is groaning 

under burdens of debt exceeding the wildest dreams of anyone in 

pre-war days. Thousands and thousand of millions of pounds were 

borrowed by the various nations from their own people, but the 

immense sums raised in this way did not prove to be sufficient. So 

each nation went outside its own borders and created external debts. 

They came to England, and, while we had it, money was freely 
lent. When our own resources were nearing exhaustion, we went to 

America and borrowed further sums to lend to our allies. They 

also went to America themselves. The net result of this wholesale 

borrowing is that to-day America is the principal creditor of the 

world, while Great Britain comes next. 

; The World’s Debts. 

The position is a complicated one. It may be seen at a glance 

in the following figures : 

The world owes America $8,000,000,000, as follows : 

MORIN Gh Soe a kp hs dip load ab Ren eich Dac be <a Viten ee whe $3,888,000,000 

OM as Beata es lisraeh PS Reh g Reds $e vals Ce Ae tay 2,200,000,000 

Bes Bea PRA EP ie 5 COA SP a UE ea +s... 1,600,000,000 

Oy SERRA i= iol Ries Pe ae aly Gee 280,000,000 

RS Se Re au So vi Nt, UAL ages Fe 148,000,000 

| RR gPae 8 a a cose 184,000,000 
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The world owes Great Britain $7,790,400,000, as follows : 

pT) ROMO a cs yer So AA aaa $2,245,600,000 

BOMCG 8S iiss s:s5d See eles Glas Cea orie noe ord 2,228,000,000 

BURY |... .vies salah ¥ Guha pee Ree aN eRaS 7 ¥ 400,018 1,907,200,000 

Belgium.’ Js ev otgeledvas vee sae wee ever see cea 413,600,000 

Serbig’ oo. ised ir Oe eee eee ara eek eaee 88,400,000 

Other: sintiid 0 EG Sree ee. bee ee Se eae e 331,600,000 

DomintonsycaAy. esse baits caGene ses 576,000,000 

Nothing Paid For Three Years. 

These are the main features of the world’s outside debts, but 

they are still further complicated by smaller debts between the var- 

ious nations who are debtors to Great Britain and the- United 

States. 

What is going to happen to all these debts ? To-day there is a 

position almost amounting to a general moratorium. Except for cer- 

tain short-term debts which have been maturing in the past twelve 

months, nothing has been done for three years, either in the way of 

paying off debt or paying interest. 

Millions and millions of fresh debt are being piled up in the 

shape of unpaid interest. The problem is a gigantic one. Combined 

with the vast internal debts this war incubus of debt is almost over- 

whelming. Taking the four principal nations, their total debts spread 

over their entire population may be averaged as follows. 

PRMTICRS WOE MIE Fo ob 550k» einieis, Ciace sighs cms Daria @ 8 4 aR «. $816 

PPO, + HOE MAME ag cn cn cavihs oKiige Chinvew seen ssMttene 640 

TEAS WOE BORE S'. so ile wn ee's ois ee waiss Ream wes £15 oie a 320 
America per head ...............05: ATS Us Serpe 3. Fi 232 

The problem of the external debts is immensely complicated by 

the chaotic conditions of the exchanges. Thus, suppose we deter- 

mined to pay off the $3,888,000,000 we owe America, it would cost 

us, Owing to the depreciation of the pound sterling in America, over 

$5,200,000,000. 

We had one experience of this last autumn when- we repaid the 

special- loan of- $200,000,000.-. The exchange added no less than 

$36,000,000 to the sum we had to pay. The position is still worse for 

those nations whose money is far more depreciated than ours. 

France, were she willing to pay off her external debt, would 

find that more than twice the amount she thinks she owes would 

have to be paid. Italy would have to pay three times, while others 

would be more still. This debt and exchanges are inextricably 

bound up together. 
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ROGER BABSON DEALS WITH BUSINESS OUTLOOK 

. 

Speaking before the Kiwanis International Convention Mr. Babson 

outlines the real needs of the Industrial World today. 

is not machinery, nor materials, nor markets, No, The great. * 

est thing in business is men! And the greatest ting « man 

is not body or muscle or mind, but rather soul. Prices, wages, 

markets, can all be adjusted, but the soul of man, which determines 

his motives, his purposes, his ambitions, his energy, can only be 

converted. : 

Prosperity is the reaction from industry, thrift and service. And 

those things are spiritual qualities, not matcrial. We have a granite 

quarry. That quarry has always existed. It takes the sculptor with 

the vision to turn that granite into a beautiful cathedral, 

What’s the Matter With Business ? 

Statistics show the difficulty with business today to be that we 

‘have been trying to run industry by the will of Congress, judges, 
benkers, labor unions, and Boards of Directors, rather than by the 

Will of God. We have been trying to make cork sink, stone float, 

water run up hill, and prices remain fixed when these things could 

not come about. Business men believe in the law of supply and 

demand, but all want the law suspended, so far as it applies to their 

particular business. The farmer is howling for lower priced labor, 

but wants a high minimum price for his wheat and corn. The rail- 

roads are working for lower prices for rails, and yet want to keep 

the price of transportation fixed; while the labor leaders are clamor- 

ing for a reduction of the cost of living, and at the same time 

fighting all wage reductions. 

6s B USINESS ! What is business ? The greatest thing in business 

As a result business is like the donkey between the hay stack 
and the bag of oats. The donkey was so undecided as to which to eat 

_ that he stood midway between the two and starved to death. Take 

the railroads, for instance; perhaps they would be better off with 

lower rates ; perhaps they would be better off with higher rates. 

Surely, however, the railroads should not continue to play the part 

of the donkey while more than six hundred thousand freight cars are 

idle. They should either raise rates or lower rates, or do something 

to see if prosperity would not return. 

Freight Car Situation serves as Business Barometer. 

One of the best barometers of prosperity is the freight car 

“surplus” or “shortage” figures. A quick way to get prosperity back 

is to get idle cars moving freight. 

239 



THE CANADIAN CHARTERED ACCOUNTANT 

The railroads are trying to start their 600,000 idle freight cars 
with rates where they were at the peak of prosperity. The wage 

worker is trying to get back his job at the price that existed two 

years ago and a year ago, while the manufacturer and retailer are 

doing the same. The purchaser of raw materials is the one man who 

has come down to earth. And let me say to those of you who are 

interested in cotton and hides and wool, and those other products 

which have suffered so much during the past year; that you will be 

the first to come back, and the first to again enjoy prosperity. 

My guess is that we will see no marked improvement in business 

this year, but we will see a distinct improvement in business next 

year. 

This year is going to be a quiet year. Your advertising friends 

and your optimist clubs will tell you that we are going to have a lot 

of prosperity next month, but we are not. We get sick quickly. It 

takes weeks to convalesce. But how long will we be convalescent ? 

Well, I was sick once and I asked that question of my doctor, and he 

said : “Until you learn to live, Babson, as God intended you should.” 

Business is Like an Automobile. 

Business, like an automobile, has been running on high gear for 

the past three years, and all of a sudden the automobile has been 

stopped by the gasoline giving out. During the past few months we 

have been cleaning out the tank and refilling with gasoline, and now 

are about ready to start the automobile. When the car stopped we 

were in high gear, and we have not yet changed the gears. But, in 

starting the car again, is it advisable to attempt to start on high 

gear, or is it better to put the car first into low gear? Surely the 

sensible way is to start on low, move to second, and then into high. 

Any automobile driver knows that this last is the thing to do... At- 

tempting to start on high will inevitably stall the engine. 

Yet we are trying to start business on “high,” just where it 

stopped. The railroads want to get business back at the old high 

rates: or lose much of their business; labor prefers to be idle for 

months rather than have wages cut; while retailers are holding up 

prices “until business revives.” The result is that much business is at 

a standstill. Unless something is radically done it will be two or 
three years before we again have prosperity. With railroad rates up, 

wages and everything else up, it is impossible to start the automobile 

of prosperity on high gear without stalling the engine. If, however, 

the railroads would reduce rates, wage workers reduce wages and 

retailers reduce prices, until these six hundred thousand freight cars 

got filled and moving, then we could get started. Then the railroads 

could gradually put back their rates, the wage workers put back 

their wages, and so on along the line, moving gradually from low 

gear into second and from second to high. Then the train of prosper- 
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ity would soon again be going at full speed , without danger of 

stalling the engine. 
“If” Labor is Wealth. 

If labor is the basis of all wealth, the country surely ought to be 

very rich at this time ! Not for many a year has there been as much 

surplus labor available. From three to four million persons are now 

idle because they are determined to start the automobile of prosperity 

on high speed, without first going into low and second. It never could 

be done, and it never can be done. We are only wasting time arguing 

about it and trying it out. Labor is not the basis of wealth, nor are 

our natural resources the basis of wealth. There is more available 

labor and more of natural resources in China than in the United 

States. But why then is China away behind the United States? The 

rezson is that China lacks those intangible qualities of faith, courage, 

initiative and inspiration which built up American business. 

The truth is that we have tried to have leyvislation, banking, 

labor unions, and other material forces take the place of the spiritual 

forces which have really developed America. This is why new rail- 

roads are not being built today ; this is why there is a shortage of 

houses today ; and this is why there is much unemployment today. 

The teaching of the old economic professors, that everything came 

from labor and natural resources is wrong. 

Three Factors in Prosperity. 

The truth is that prosperity and civilization come from three 
factors : 

(1) Natural resources. 

(2) Labor ; and 

(3) That intangible spiritual quality which led the Pilgrims to 

these shores three hundred years ago, which stretched railroads 

across the prairies a hundred years ago, and which built factories, 

steamships and other things during the past decade. Moreover, these 

intangible qualities can be developed only through the natural means 

which God devised. 

America should not return to the policy which rules the jungle, 

but it should most seriously consider the policies which have developed 

stccessful breeding of men and women up to the present time. 

Aristocracy was overdone a century or more ago, but it still -has its 

uses. Wecan breed prosperity as well as we can breed poultry, but 

ve can’t do it by attempting to suspend the law of supply and 

demand, the law of reward and punishment, and other natural laws. 

At the present time we are developing a race of inefficients and 

almost industrial imbeciles.. Unless a halt is called and we can get 

back to the old-fashioned principle of selecting the fittest, using it in 

its broadest, most spiritual sense, we are headed for disaster. 

Prosperity the Result of Effort. 

I have a friend in one of the Eastern colleges who actually 

hungers for hard problems. He cannot be tempted by money, and is 
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never interested in anything which is easy. When, however, I have a 

truly difficult task he is delighted to work it out for me. He has the 

spirit which discovered America, developed America, and brought 

about the prosperity which our country has heretofore enjoyed. I 

refer to the creative impulse, or that desire for service which is at 

the basis of prosperity. When fifty-one per cent. of the people are 

imbued with this spirit of service, we will have good business; but 

when fifty--one per cent. of the people are trying to do as little as 

they can and “get away with it,” then high prices, inefficiency and 

bad business are inevitable. 

Prosperity is simply a combination of natural resources, hard 

work, and those intangible spiritual qualities of faith, courage, anda 

desire to be of service. These qualities, however, have been developed 

in the past only through struggle and competition. They have been 

developed only through the survival of the fittest, using the word 

“fittest” in its broadest sense, including the physical, intellectual and 

spiritual qualities. These qualities are not being developed today 

with legislation, labor unions, and other forces attempting to elimin- 

ate struggle, industry, thrift, and the workings of natural law. 

A Dollar for a Dollar. 

One reason for unemployment and general bad business today is 

the fact that so few people are giving a dollar’s value for the dollar 

which they receive. Unconsciously we have all become dishonest. The 

grocer no longer adulterates the sugar, but he and we are adulterat- 

ing our work. The farmer has ceased putting good apples only at the 

top of the barrel ; but the same principle of deception has permeated 

to other lines of labor, industry and commerce. We are all trying to 

get along by our wits and bluffing rather than hard work. The 

congressman jollies his constituents; the department heads in 

Washington jolly the congressmen ; the government employees jolly 

the department heads, the business man jollies the government 

employees, and the constituents in turn jolly the business man. Thus 

the vicious circle goes around, each trying to live by his wits and 

fool the other, all forgetting that the prosperity of the country is 

determined by industry, thrift and integrity. When we all, whether 

wage workers or employers, manufacturers or merchants, senators or 

mere human beings, are again imbued with the spirit of service, then 

we will have prosperity. 

More Information Needed. 

The business outlook depends primarily today on a recognition 

cf the fundamentals of life. If every man would start out and 

Cetermine to give every man a dollar’s worth in service for a dollar 

ia money, I believe it would have a tremendous effect on the business 

conditions of the country. 
Let me say a word regarding the banking situation. The banking 

situation statistically is improving. If Europe is kept from bank- 
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ruptcy, the banking situation will continue to improve. But the 

banker has got to consider the spiritual forces. The banker has got 

to think less of Dun’s and Bradstreet’s rating of men and more of 

God’s ratings of men. 

The government departments in Washington are doing a great 

many things which they should not do ; but they could do one valuable 

service which they now do not perform. They could give us more in- 

formation as to the condition of different lines of industry, the 

amount of goods on hand and in the process of manufacture, and how 

the money of the nation is being spent. For instance, the Federal Re- 

serve Board publishes the so-called bank clearings of the country, 

but no subdivision is made as to industries. Hence, when the bank 

clearings show that business is declining we don’t know in what indus- 

tries the decline has taken place. Suddenly the country is astounded 

by a surplus or shortage of a certain commodity. With advance infor- 

mation, preparation could be made to avoid the catastrophe, or at 

least to provide a substitute for the commodity. The sugar episode of 

last year could have been easily avoided had the government collected 

and published monthly figures on the sugar available. 

Bank Loans Should be Classified. 

A great opportunity exists in classification of bank loans. Such a 

classification would show what percentage of our credit is being used 

for the production of goods, what percentage is being used for the 

storage of goods, and what percentage is being used for the market- 

ing of goods. It would also be interesting to see whether more money 

is being loaned for the manufacture of phonographs, or for the 

manufacture of kitchen furniture. The government cannot make 

people good, but it can supply data which, when a sensible man reads, 

he of himself will determine to be good. 

As food, clothing and shelter were once the three essentials of 

the primitive community, so fuel, transportation and the direction of 

credit have now become the three essentials of the modern city and 

nation. The groups that control the fuel, transportation and credit 

facilities of a city control the people. To these three there might also 

be added the news function, as the control of the news is also a very 

important feature in modern life. Still New York could get on with- 

ou any newspapers. But the people of New York would starve or 

freeze to death within a short time without fuel, transportation, and 

the credit necessary to get the commodities from their ‘sources to 

New York City. These three forces must be absolutely free to act and 

react in accordance with natural law for the benefit of all groups and 

without showing partiality to Capital or Labor. As these three great 

factors of civilization are allowed to function naturally, we have 

prosperity, but when any one of them is gummed up (by capital in 
the form of trusts or by the wage-workers in the form of unions) 

then there is depression and unemployment. 
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Should be More Long-term Credit. 

Let me say a word about this direction of credit. I am not 

especially interested in the bank statistics that are published now 

from week to week. It is interesting to know the condition of loans 

and deposits, but as a rule they both go up and down together, 

Even the bank reserve itself must be kept within certain limits. The 

interesting figures would be those showing whether the banks are 

loaning their money for producing goods or for storing goods ; 

whether the banks are loaning money to the farmer and the manu- 

facturer or to the speculator and the merchant. The need of today is 

more long-term investments in the form of better railroads, better 

highways, better homes and more of all these things. Yet the banker 

—owing to our laws supposing to protect the depositor—prefers 

commercial paper which is put out in the interests of the speculator 

and middleman. They refuse long-term paper, which is issued in the 

interests of those who are truly developing the country along perman- 

ent worth-while lines. This is a great mistake. 

The Fundamentals of Prosperity are Here. 

Fundamentally the country is in good condition, as evidenced by 

the following ten reasons ; and yet we are inastate of unemployment 

with wholesale prices tumbling with rapidity never before equalled 

in history. It is, therefore, evident that the real difficulty of our 

country today is spiritual and psychological rather than fundamental. 

Let me give these ten reasons why fundamentally conditions are all 

right today : 

(1) The great mass of people in this country still have their 

Liberty Bonds. It is true that corporations and many small holders 

have sold theirs. The great bulk of wage-workers, however, still 

retain theirs, and they will not cease buying merchandise so long as 

they hold these Liberty Bonds. 

(2) Prohibition is a great factor for prosperity, the importance 

of which is not fully realized. Previous to July, 1919, about $3,000,- 

000,000 a year was being spent by people of this country for drink. 

About twenty per cent. of this money has gone into the savings 

banks, but the balance has gone into building homes, buying merchan- 

dise, raising the standard of living. Whether 100 per cent. prohibition 

has come to stay indefinitely, I do not know, but it surely must be as 

much of a factor for good business during the next few years as it 

has been during the past year and a half. 

(3) The Federal Reserve system is working well. It is popular 

to criticize the Federal Reserve Board, but such criticism is usually 

directed against their good acts rather than against their lax ones. 
The Federal Reserve system cannot expand indefinitely, any more 

than can a rubber ball; but we have substituted an elastic system, 

the good results of which are bound to continue. 
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(4) Advertising has become a great economic factor for pro- 

ducing and steadying of business. The old form of advertising which 

was largely of the luxury type, has been replaced by a new produc- 

tive form. This new form of advertising has come to stay, and could 

be a great factor in preventing business panics such as we have had 

in the past. 

(5) Though our foreign trade has greatly grown during the 

past five years, it is no greater in proportion to our total trade than 

it ever was. If we lost all our export trade today, it would reduce 

our total business only five per cent. Hence, there is no reason why 

we should become panic-stricken because our foreign trade is falling 

off. 

(6) Standardization in manufacturing is rapidly increasing. 

Great improvement can still be made along these lines. The Ford 

system can be applied to a great many more commodities than auto- 

mobiles. Concerns that used to manufacture 10,000 different articles 

are now doubling their capacity, but halving the number of articles 

they produce. All this is along the lines of efficiency and tends to 

continue prosperity. 

(7) The seasonable fluctuations in industry and commerce are 

being gradually ironed out. Part of the loss through seasonable 

manufacturing and purchasing is being eliminated by concerns taking 

on different lines. Thus the coal merchant is going into the ice 

business and vice versa. Much of the difficulty, however, has been 

due to custom and this bad custom is rapidly being changed. 

(8) . Taxation will surely be reduced. Not only will the new 

- administration reduce expenditures, but our system of taxation will 

be changed so as to encourage production rather than penalize it. 

(9) Modern education for executives and employees is rapidly 

being introduced. Industrial education is constantly growing. 

(10) The United States has accumulated great wealth during 
the past five years, and has paid almost all of its foreign indebted- 

ness. We are now a creditor nation instead of a debtor nation. Our 

people are the richest of any on the face of the earth. 

Must be Change in Motives. 

Let us not make the mistake that although conditions are funda- 

mentally sound we can bring back prosperity by mere thinking that 

everything is all right. The optimistic salesmanager who simply says, 

“think business is good and it will be good,” is as far wrong as the 

pessimistic purchasing agent who thinks that the country is going to 

the bow-wows. Although the difficulty today is spiritual or psycho- 

‘logical, and something more is needed than simply a change in our 

thinking, there must be a change in our motives. The wage worker 

and the employer today need to be “born again.” He must change his 

point of view toward life and have new and better motives. Then 

prosperity will return. 
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How long will this depression last ?_ It will last until we substi- 
tute industry for indolence, integrity for dishonesty, service for 

selfishness ; until we get the right point of view toward life, and 
realize, as the speakers this morning. have suggested that we are 

here to serve our fellow men ; that we are to pull the cart instead of 
ride in the cart, and that when we come to the end of our lives the - 

question will be asked not, how much have you got, but how you got 

it—how you got it, and how did you use it ? 

Unfortunately we learn only through experience. Yes, but it is 

more than that ; experience does ninety-five per cent. of the teaching, 

and our schools and colleges do the remaining five per cent. Men 

learn to do right only through religion and experience ; only through 

spiritual development and through suffering. And the period of 

depression that we are in today must last long enough to have people 

learn from experience that it pays to work, that it pays to save, that 

it pays to serve, and that it pays to be honest. 

When Will Prosperity Return ? 
When will this be? Some experts prophesy that the worst has 

already taken place and that we are now on the up-grade ; others 

say that it will be two or three years before prosperity returns. My 

own belief is that unless there is a spiritual renaissance we are going 

into a long period (covering a number of years) of gradually declin- 

ing wages, decreasing interest rates, lower prices. I do, however, 

believe that the volume of business—measured by yards, bushels and 

tons—will come back sooner than most people believe. The year 1922 

should show a change for the better. Then the men who do things 

may return to their desks convinced that God’s way is best. Then I 

hope that fifty-one per cent. of the people may have learned their 
lesson, or at least have begun to study their lesson. If this guess is 

right, it means that we all should at once begin to prepare for better 

business next year. Above all things, however, let us remember that 

in order to have better business next year, we must be better our- 

selves between now and then. 

(From Canadian Finance) 
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PREFERENCE SHARES 

commented on the fact that preference shares have no 

attraction for many investors. “In the old days,” he says, 

“when a company could borrow on Preference shares at 5 to 6 per 
cent., and the power was restricted to “one-half or one-third of the 

Ordinary capital, the Preference share was probably entitled to a 

halo. Now it is no uncommon experience for the Preference capital 
to exceed the Ordinary, and as the security of the latter diminishes, 

so that of the former becomes less and less. And always there is the 

danger that the company may swamp both issues of capital by 

Debentures ; it is important that Articles of Association should be 

studied regarding powers in this respect. Moreover, the sanctity of a 

Preference share has often been ignored in the last few years ; 

directérs have found ways of wrigging out of responsibilities in 

connection therewith, and by withholding voting rights have 

experienced little difficulty in doing so. It is, not surprising 
therefore, that many people have no regard for the Preference 

share ; there is good ground for their attitude. At the same time, 

a vast number of Preference. shares are infinitely better than 

Ordinary, and a little discrimination should enable the investor to 

choose between the desirable and the undesirable.”, 

GOOD WILL. 

Did you ever pause to wonder why “good will” is usually 
placed on the balance sheet at anything from one dollar to millions ? 

The reason jis Simply that “good will” is an asset the worth of which 
cannot be estimated even approximately. It is the most valuable 

asset a business man has. Take away the “good will” of a house, 

and it will summarily disappear into the oblivion of failure. 

“Good will” is the result of satisfactory dealings extending over 

a period of time. The practical application of the principle of the 

“square deal” makes for “good will.” : 

Ee HE writer of “City Notes” in The Evening Standard recently 
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ACCOUNTNG PRINCIPLES 
P. H. B. DAWSON, F. C. A., of Fort William, recently address- 

ed a gathering in that city, taking for his subject, “Accounting 
Principles.” He dealt with this subject from the angle of the 

bookkeeper of the ordinary business firm, and described the various 

processes of accounting necessitated in establishing a complete 
record of every transaction carried out bythe firm. In speaking of 

single and double entry bookkeeping, the lecturer said that the real 

bookkeeping was double entry and declined to consider single entry 

as being a serious attempt to keep books. He intimated that all 

bookkeeping tuition should begin with double entry direct. The old 
system of bound cash books, journals and ledgers he considered 

superior to the synoptic, which had such a vogue some years ago, 

and which the lecturer would like to see scrapped. Whatever ad- 

vantages the synoptic system has are counterbalanced by its de- 

fects. 

Mr., Dawson pointed out the necessity for detail and accuracy 

and gave -the banks a rub as to the manner in which bank pass 

books were kept, without, in many instances, recording the year of 

the entries. Costing systems should also, he said, be an integral 

part of the accounting of any manufacturing firm. 

In conclusion, Mr. Dawson spoke upon the ethics of accounting, 

pointing out that the accountant was a man in a fiduciary position, 

whose integrity should be beyond question as should be his fidelity to 
his employers. Petty gossip should never pass his lips, and he should 
feel that he is the confidential man of the firm, through whom 

there should be no leaks, revealing matters that should be secret. 

He must also exercise firmness in resisting all suggestions of 

weakness or compromise in dealing with business matters. 

THE EXCHANGE PROBLEM. 

American bankers, manufacturers, and exporters are urged to do 

everything in their power to bring back to parity the Canadian- 

United States exchanves, in an excellent booklet on the Dominion 
which has just been issued by the Bankers Trust Company of New 

York. Reference is made to the increasing strength of the Made- 

in Canada campaign and the writer continues :— 

“Canadian men of business believe that the world exchange 

situation threatens seriously to curtail orders from overseas, 

especially for manufactures, and if the slack is to be taken up it 

must be by an increased support from the home market. 

“It is important that American manufactures and exporters, as 

well as our bankers, should carefully note these facts and do every- 
thing in their power to bring back to parity the Canadian United 
States exchanges. We cannot afford to be indifferent to a condition 

which so vitally affects trade relations with so important a 

customer as the Dominion of Canada. On the other hand, as is fully 
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realized by enlightened public opinion both in Canada and in our 

own country, as well as in the money centres overseas, this is not 

merely a Canadian-United States problem. It is a world problem. 

the only permanently effective remedy for which is for the world 

once more to settle down to work, to stop all governmental and 

private waste, for the governments to stop new borrowings and pay 

their way from taxation and to pay off or refund governmental 

floating debts and for the people to pay for their. government 

bonds and take them out of bank loans. When. these things are 

done this world dislocation of the exchanges and of industry will 

be righted and not until then. It is encouraging to know that in 

Great Britian and in Canada, as well as in our own country, such 

measures are being inaugurated. If courageously carried through, 

they should in the not distant future bring about the needful re- 

adjustments.” 

SKATING ON THIN ICE. 

HE distinctions between proper and improper advertising for a 

Chartered Accountant are sometimes difficult to define. There 

should, however, be no difference of opinion as to the impro- 

priety of any sort of advertising by a member of our profession 
which includes or implies a false pretence. An instance of 

the kind just come under notice, seems to suggest that a note of 

warning is in order. 

In the neighboring republic an important industry has developed 

which professes to furnish what is known as “service.” Some of the 

corporations furnishing such service are highly reputable, others, not 

so reputable, lend themselves to methods which depend for success 

upon persuading decent people that it is good business to fool the 

public. In this category is a “Monthly Letter on Current Business 

Conditions,” the pages of which are made up of clippings from other 

publications on current market topics. The writers of the articles are 

not disclosed, nor the name of the corporation supplying the alleg- 

ed service, but the whole thing is put out on the responsibility of a 

firm ‘of Chartered Accountants who say : 

To our Clients and Friends : 
We beg to announce that, beginning with the November issue, 

this letter on business conditions ;will be mailed early each month. 

This letter deals largely with American condition, which can, 

in general, be understood as anticipating conditions in Canada by a 

few months. : 

If you desire extra copies from time to time, or wish us to place 

a friend on our mailing list, we will be delighted to comply with 

your request. 
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Do not overlook the fact that our Statistical Department is pre- 

pared to supply you, without charge, with information, not only as 

to commodity and General Business Conditions; but also with 

statistics as to your own business. 

(Firm of Chartered Accountants).. 

We hope that there are not many of our Chartered Accountants 

who will think this sort of thing is good business. No client re- 

quires such service from his accountant He knows that it is not 

given without charge, whatever the pretence may be. He knows that 

American conditions do not reflect—even generally—Canadian 

conditions a few months hence. He knows that he can get better 

“service” from the daily papers. He knows that he is expected to 

help attract other accountant’s clients by putting them on the mail- 

ing list, or ordering extra copies for them. .He knows that Chart- 

ered Accountants are not supposed to do that sort of thing. 

Our good friends are, we fear, skating on rather thin ice. 

THE ONTARIO INSTITUTE INSTRUCTIONAL COURSES. 

HIS important undertaking is now assuming definite shape, and 
# the Committee having the work in charge, has printed for gen- 

eral distribution a twelve page booklet, intended to inform the 

students upon. essential features of the plan adopted, and the 
facilities provided. 

As this number of the Magazine is going to press, we have re- 
ceived from the Board of Instruction advance copies of the 
Syllabus of the First, Second and Third year work, which we now 
publish for the benefit of our readers. The Fourth year work will 
be open only to those who have completed the Third year study, so 

that for the present no announcements respecting it will be made. 

Ontario students will be required to take such portion of the 
. complete four years course as is intended to prepare them for the 
Examinations they have yet to pass. Students in other Provinces 
may do the same, or take the entire course as they prefer. Those 
intending to commence with the Spring term opening at the be- 
ginning of February, must complete their arrangements by January 

fifteenth. Confirmation by wire is advisable, in cases where ample 

time margin has not been allowed. 

In the schedules which follow, lessons 1 to 18 occur in the first 

half and lessons 14 to 26 in the second half, whether the instruction 

begins with the Spring or the Fall term. 

250 



EDITORIAL, NoTEs, ETC. 

INSTITUTE OF CHARTERED ACCOUNTANTS OF ONTARIO. 
—_—— 

INSTRUCTION COURSES. 

SYLLABUS, FIRST YEAR COURSE. 

(FOR PRIMARY EXAMINATION). 

Lesson 

Number Subject Comprising 

1. ACCOUNTING. 
Object of bookkeeping. Method and forms used in account- 

ing for sales. The Cash Book. The Ledger. The Trial 

Balance. 

ACCOUNTING. 

The Purchase Book. Subdivision of peat Analysis _ of 

Trial Balance. Preparation of Trading and Profit and 

Loss Statements. Statement of Assets and Liabilities. 

ARITHMETIC. 

Review of simple rules. Practical short cuts and checks. 

Common and Decimal Fractions. Tables of Values, 

Weights and Measures, Practical Mensuration, Powers 

and Roots. 

ACCOUNTING. 
Bank and Exchange transactions. Bank reconciliation. Use 

of Vouchers. Deferred Charges. Locating Trial Balance 

errors. Correction of errors. 

ARITHMETIC. 

Percentage and its applications in Trade and Cost Dis- 

counts; Commission and Brokerage; Insurance; Taxes ; 

Duties, Exchange, Domestic and Foreign; Stocks and 

Bonds ; Profit and Loss, Division of Profits. Analysis of 

Financial Statements ; Pay Roll Calculations. 

ACCOUNTING. 

Purchases. Treatment of Inward Freight. Purchase re- 

bates and allowances. Sales. Sales rebates and allow- 

ances. Trade Discount. Cash Discount. 

ARITHMETIC. 

Simple and Compound Interest. Methods of calculating 

Simple Interest. Applications of Simple Interest. Bank 
Discount. Significance of Compound Interest. Calculating 

Compound Interest. Present worth. Compound Discount. 

ACCOUNTING. 

Petty Cash Book. Imprest cash system. Credit reports. 
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10. 

11. 

12, 

13. 

14. 

15. 

16. 

17. 

18. 

19. 

20. 

ACCOUNTING. 

Closing the books. Inventory Accounts. Estimating Deferred 

Charges and Accrued Liabilities. Provision for Deprecia- 

tion and Bad Debts. Comparative Statements. 

BUSINESS CORRESPONDENCE. 

Objectives in Letter Writing. The Form—heading, ad- 

dress ,salutation, body, complimentary close. Practical de- 

tails—paper, envelope, spacing, margins, folding, etc. Ap- 

plication of laws of composition to letter writing—spelling, 

punctuation, sentence and paragraph structure, etc. 

ACCOUNTING. 

Bills of Exchange, Interest and Discount, Partnership Ac- 

counts. 

ACCOUNTING. 

C. O. D. Shipments, Controlling Accounts, Subsidiary Ac- 

counts. Contingent Liabilities. Classification of Assets. 

OFFICE METHODS. : 

Handling office mail. Desk and despatch of work. The 

filing system. Methods. Stenographic department—Or- 

ganization and equipment. Messenger Service. Telephone 

and Telegraph Service. Attitude to work. Personal 

appearance. 

ACCOUNTING. 

General character of Limited Company. Opening entries in 

books of a Company. Closing Partnership. Accounts. 

Special corporation records and forms. 

ACCOUNTING. 

Use of Columnar Journals. Installation and use of De- 

partmental Accounts. Replacement of Fixed Assets. Ac- 

counts in Foreign Currencies. Depreciation. Bad Debts. 

Interim Financial Statements. 

MERCANTILE LAW. 

Negotiable Instruments. Introduction. Elements of Law 
of Contracts. Saleability. Transferability. | Negotiabil- 

ity. 

ACCOUNTING. j 

Consignments. Accounting for consignment in books of 

consignor. Accounting for consignment in books of con- 

signee. Current Accounts. 

ACCOUNTING. 
Reserves and Reserve Funds. Disposition of Profits. 

Capital and Revenue expenditures. 

MERCANTILE LAW. 

Promissory Notes. Form, Endorsement, Delivery, Pre- 

sentment, Dishonour, Protest, Liability of parties, etc . 
ACCOUNTING. 

Branch Accounts. Bankruptcy forms, Dividends. 
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21. 

22. 

23. 

24, 

25. 

26. 

1. 

2. 

ACCOUNTING. 

Miscellaneous matters affecting Limited Companies. Pre- 

ference Shares. Discount or Premium on Shares and Bonds. 

Treasury Stock. Forfeited Stock. Calls and Installments. 

Organization Expenses. 

MERCANTILE LAW. 

Drafts or Inland Bills. Foreign Bills of Exchange. Let- 

ters of Credit. Bank Cheques. 

ACCOUNTING. 

Manufacturing Accounts and Forms. Relation of Manu- 

facturing Account to Trading Account. Manufacturing 

Accounting Forms. 

MERCANTILE LAW. 

Bills of Lading. Warehouse Receipts. Bonds and De- 

bentures. 

ACCOUNTING. 

Arrangement of General Ledger Accounts. Voucher 

System. Departmental Ledgers. Merchandise Account. 

BUSINESS CORRESPONDENCE. 

Effective business letters, Comparative study, principles, 

ete. Types of Letters—application, recommendation, com- 

plaints and adjustments, collections. Inter Office Letters. 

Preparation of Reports. The Form Letter. 

SYLLABUS, SECOND YEAR. 

(FOR INTERMEDIATE EXAMINATION). 

ACCOUNTING. 

Single and Double entry bookkeeping. Definition of single 

entry. Limitations of single entry. Statement of assets 

and Liabilities. Ascertaining profits from single entry 

books. Changing from single entry to double entry. Prin- 

ciples of double entry. The account. Classification of 

Accounts. The Trial balance. 

ACCOUNTING. 

The Balance Sheet. Definition. Division of assets and 

liabilities. Forms of balance sheets. Analysis of principal 

items of balance sheet under following heads :—Current or 

_ active assets, Fixed or invested assets, intangible assets, 

Deferred and prepaid charges. Current liabilities, Fixed or 

deferred liabilities, Reserves—specific treatment in balance 

sheet, Condensing balance sheets. Capital—Authorized, 

Subscribed ,Paid up, Treasury stock. Reserve—general. 

Surplus and deficit. Contingent liabilities and assets. 

General character of certificate. Disposal Statement. 
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10. 

ACCOUNTING. 

Profit and Loss. Divisions. Purposes. Manufacturing Ac- 

count—Form and arrangement. Trading Account—Form 
and arrangement. Profit and Loss Account: Surplus 
Account, j 

ACCOUNTING. 

Reserves and Reserve Funds. Definitions. Distinctions. 

Purposes. Sinking Funds. Secret Reserves. Investment 

of Funds. Depreciation. Contingent Reserves. 

MERCANTILE LAW. 

Introduction. The Field of Law. The Formation of Con- 

tracts. The Operation and Discharge of Contracts. The 

Limitations of Actions on Contracts. Special Contracts as 

to Credits. Loans and Banking Operations. Guarantee and 

Suretyship. 

ACCOUNTING. 

Partnerships. Various forms of Partnerships and Partner- 

ship relations. The Agreement. Capital Accounts. Treat- 

ment of Interest on Capital. Drawing Accounts and 

Salaries. Division of Profits. Lease to Partnership by a 

Partner. Goodwill. Treatment of Capital Accounts: On 

Sale of Interest to Others ; On Dissolution ; In Bankruptcy. 

Conversion of Partnership into Limited Liability Company. 

ACCOUNTING. 

Limited Company Accounts. Kinds of Companies. Issue of 

Capital Stock. Classes of Stock. Discount and Premium 

on Stock. Issue of Bonds. Discount and Premium on Bonds. 

Special Books and Records. Surplus. Dividends. 

ACCOUNTING. 

Sales, Consignments, Branch Accounts. Contract to sell. 

Sale. C. O. D. Sales. Sale for future delivery. Sale on 

approval. Sale or return. Installment Sales. Consign- 

ment :—Entries in books of consignor. Entries in books of 

consignee , Valuation of goods on consignment for Inven- 

tory purposes. Branch Accounts :—Variations in methods 

employed in practice. 
MERCANTILE LAW. 

Special contracts as to Goods:—Bills of Sale Act, Bulk 

Sales Act, Bailment, Carriage, Insurance. Conduct of 

Business through Representatives :—Principal and agent, 

Master and Servant. Personal Property :—Kinds and Es- 

tates, Acquisition and Transfer. 

ACCOUNTING. 

Bankruptcy. General procedure. Statement of Affairs. 

Deficiency Account. Realization and Liquidation. Receiver 

carrying on business as a going concern. Executors’ and 

Administrators’ Accounts. , - 
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11. 

12. 

13. 

14, 

15. 

16. 

17. 

BUSINESS FINANCE. 
Introductory. Relation to Accounting. The Financial pro- 

‘blems of a Business Enterprise —How much Capital is 

needed. How to get it. What to do with it. Temporary versus 

Permanent Financing. Floating versus Funded Debt. Work- 

ing Capital. Factors determining amount needed. Sources 

of : Trade Credit, Bank Credit, Short-term Notes. Collateral, 

Collections. Internal Financial Management :—Budgets, 

Financial Standards. Dividend Policy. Factors governing 

building up of and investment of surplus. 

ACCOUNTING. 
Accounting System. Preliminary steps to be taken in 

installation of system. Problems of typical enterprise. 

Forms and records. 

OFFICE MANAGEMENT. 

Principles of Office Management. Organization types and 

procedure. Location, layout and equipment. Labor— 

saving devices. Organization of general office Service— 

Stenographers, messengers, etc. Handling of staff—dis- 

cipline, incentives. 

AUDITING. 

Introductory. Appointment of Auditors. Nature and 

definition of an audit. Objects of an audit. Various class- 

es of audits and their relative advantages. Conduct of an 

Audit. Qualities required of an Auditor. Single Entry 

Accounts. Double Entry Accounts. Form and criticism of 

Balance Sheet. Legal Liabilities of Auditor. Clauses in 

Companies’ Accounts. Local statutes and decisions. British 

decisions. 

ARITHMETIC. 

Review of more difficult phases of Primary Arithmetic. 

Difficult problems, Partnership adjustments. Average and 

its commercial applications. Commercial applications of 

logarithms. Commercial applications of the slide rule. 

AUDITING. 

Cash Transactions. Internal check. Petty Cash Accounts— 
Imprest and otherwise. Disbursements—Vouchers and 

authority. Distribution of charges. Receipts—Interest on 

mortgages, bonds and other investments, rent and other 

revenue. Principal, items repaid. Banking Transactions :— 

Deposits, Verification of duplicate deposit slips from cash 

receipts, and vice versa. Cash cheques, handled through 

Cash Book. Reconciliation of bank balance. Discounts 

taken or given. 

ARITHMETIC. 

Compound interest, More difficult problems. Arithmetic— 

Progression (Geometric progression). Annuities, amount 

and present worth, 
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18. 

19. 

21. 

22. 

23. 

24. 

25. 

AUDITING. 
Trading Transactions. Purchases, internal checks— 

authority, receiving, etc. _ Purchase Returns and Trade 
Discounts. Sales :—Sales and Contracts to sell C. O. D. 

Sales. Sales for future delivery. Sales on approva!. Sales 

or return. Goods on consignment. Sales, returna and 

allowances. Audit of Sales Ledger. Package and empties. 

Commission. Selling Expenses, advertising, etc. Sales 

Taxes 

ARITHMETIC. 
Valuation of bonds. Sinking funds. Amortization. De- 
preciation. Graphical representation. 

STATUTE LAW. 
Partnership. Basis in Provincial Act or Common Law. 

Classes of Partrierships. Capacity to form. Formation and 

agreement. Powers and Liabilities of partners as to out- 

siders. Rights and Duties with respect to each other. 
Dissolution and its effects. Limited Partnerships. Regis- 

tration. 

AUDITING. 
Balance Sheet material. Verification of Assets :—Cash, | 
Notes and Accounts. Receivable. Land and Buildings. 
Machinery and Equipment, Stock in Trade. Valuation of 

Assets :—Fixed, Current, Wasting. Depreciation :—Gen- 

eral consideration. Special consideration with respect to 

each class of assets. Repairs and Renewals. General. Re- 

serves, Specific Reserves. Deferred Revenue Expendi- 

tures. Contingent Liabilities. 

STATUTE LAW. 
The Dominion Companies’ Act. Kinds of Companies. Form- 

ation. Capital. Prospectus. Powers. Rights, duties and 

liabilities of Directors, Officers, Agents and Shareholders. 

Penalties. Dissolution. 

STATUTE LAW. 
The Companies’ Acts (continued). 

STATUTE LAW. 
A comparative study of the Laws of the various Provinces 

affecting Limited Companies. 

AUDITING. 
Limited Companies—Appointment of Auditors. Status of 

the Auditor. Power and Duties of the Auditor. The Audit 

Report. Published Balance Sheet. Company Acts. Mort- 

gages. Organization Expenses. Liabilities and ‘duties of 
directors. Minute Books. Secret of Internal Reserves. 

Share Capital: Calls on Capital Stock Subscriptions. Stock 

transfers. Dividends. Verification of Stock Ledger and 

Shareholders’ List. ° 
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26. AUDITING. 
Partnerships. Partnership Agreements. Adjustment of 

Rights of Partners :—Interest in Capital, Partners’ Salaries, 

Partners’ Drawings, Division of Profits. Dissolution of 

partnership. Distribution of assets of firms upon 

dissolution. 

SYLLABUS, THIRD YEAR. 

(FOR FINAL EXAMINATIONS). 

ACCOUNTING. 
The Balance Sheet. Fundamental purpose of the account- 

ant’s Balance Sheet. Balance Sheets of typical industries. 

General principles of valuation and their application to :— 

Rate making in the public utility industry; Taxation— 

Municipal ‘and Federal; Insurance adjustments ; Account- 

ing. Capital and Revenue. Interest during construction. 

ACCOUNTING. 

Profit and Loss. Nature and determination of profits. 

Fluctuation in market values. Profits and Savings. 

Extraordinary Profits. Profits available for dividends. 

STATUTE LAW. 

Review of Company Law. The Insurance Act. The Bank 

Act (especially Sections 88 and following). Acts respect- 

ing Trustees, etc. 

ACCOUNTING. 
Company Accounts. Treasury Stock. Surplus. Dividends 

in General. Unpaid dividends on cumulative preferred 
shares. Company Accounts and Records. Stock of no par 

value. Redemption and conversion of securities. Reduc- 

tion of Capital. 

STATUTE LAW. ; 

The Dominion Income Tax Act. Definition of Income. 

Exceptions, Exemptions and Allowances, Corporations and 

partnerships. Holding Companies. Non-residents. Returns 

_ and books. Assessment and penalties. Appeals. 

ACCOUNTING. 

Depreciation, Reserves, Fire Loss. Necessity for pro- 

vision for depreciation. Methods of determining amount 
of depreciation allowance. Methods of providing for de- 

preciation in accounts. Nature of Reserves, Reserve Funds 

and Sinking Funds. Accounting for Reserves, Reserve 

Funds and Sinking Funds. Fire Loss Adjustments. 
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. STATUTE LAW. 
: Bankruptcy. Historical note. ancaniedions Bankruptcy Act. 

Courts with jurisdiction. Appointment of Trustees and 
Inspeetors. Grounds of Bankruptcy. Powers and Duties 

of Trustees. Meetings of Creditors. Preferences, assign- 

ments and priority of claims. Duties, offences and penal- 

ties with respect to debtor. Extension and composition. 

Discharge of bankrupt. Present range of Dominion Wind- 

ing-up Act. 
STATUTE LAW. 

The Dominion Bankruptcy Act. (continued). 

ACCOUNTING. 
Branch Accounts. Foreign Exchange. Treatment of fixed 

assets at branch. Treatment of current accounts at branch 

Variation of methods of accounting for home office and 

branches. Foreign Trading. Foreign Exchange. 

ACCOUNTING. 

Reconstruction and Re-organization :—Exchange of shares 

and other securities. Treatment of equity of each class of 

security holder in reconstruction. Accounting procedure 

herein. Mergers and Consolidations :—Preparation of Con- 

solidated Balance Sheets under each of the following con- 

ditions : Purchase of subsidiary shareholders equity at par ; 

Purchase of subsidiary shareholders equity at a discount ; 

Purchase of subsidiary shareholders equity at a premium. 

Treatment of minority shareholders’ interests not pur- 

chased by parent company. Inter-company accounts and 

financing. Inter-company profit and loss accounts. 

ACCOUNTING. 

Mergers and Consolidations. Investment account of par- 

ent company. Profits of subsidiary earned prior to date of 

purchase by parent company. Operating losses of sub- 

sidiary. Inter-company notes discounted. Inter-company 
profits and losses in the case of minority interests. - 

STATUTE LAW. 

The Winding-up Acts. The Acts respecting Trustees and 

Executors. 

BUSINESS INVESTIGATIONS. 

General character. Investigations of the Possibilities of a 

new enterprise. Investigation of an established business 
for :—Prospective investor, Creditors and bankers, Share- 

holders and bondholders. Investigation of effect of 

amalgamation on interests of :—Common Shareholders,- 

Preferred Shareholders, Other Security holders. Investiga- 

tion for the purpose of working out the financial plan of 

reorganization, amalglamation or merger. 
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14. 

15. 

16. 

17. 

18. 

19. 

20. 

21. 

BUSINESS INVESTIGATIONS. 

Investigation for the purpose of establishing present day 

values of the assets of a going concern. Investigation for 
the purpose of insurance, and fire loss adjustments. In- 

vestigation for detection of fraud. Income tax investiga- 

tion. Rates of public utilities. Other special cases. 

ACCOUNTING. 

Cost Accounts. Principles. Unit of Cost. Departmentaliza- 

tion. Accounting for. Material. Accounting for labor. 

Accounting for expenses. Distribution of Factory Burden 

and Overhead. Types of cost systems :—Estimating, Pro- 

cess, Job Order. 

ACCOUNTING. 
Systems. Underlying principles of system work. Problems 

of typical enterprises. Mechanical devices. 
ACCOUNTING. 

Income Tax. Computation of Taxable Income :—Allowable 

deductions. Taxable gains. Preparation of returns and 

supporting schedules. 

ACCOUNTING. 
Specialties. Mortgage Companies. Trust Companies. In- 

surance Companies. Mining Companies. Lumber Companies. 

Real Estate. Public Utilities. Contractors. 

AUDITING. 
Supervision of Audits. Determining the scope of an audit. 

Continuous Audit. Periodical Audit. Various Classes of 

Vouchers. Relation of Audit to System of Internal Check. 

Self Balancing Ledgers. General consideration in case 

of :—Consignments. Branch Accounts. Bills of Exchange. 

Companies. 

AUDITING. 

Specialties. Commercial Accounts. Manufacturing’ Ac- 

counts. Contractors. Hotels and Clubs. Mining Accounts. 

Mortgage Companies. Trust Companies. Insurance Com- 

panies. Public Utilities. Executors’ ,Trustees’ and Ad- 

ministractors’ Accounts. Co-operative Societies. Profession- 

al Accounts. 

AUDITING. 
Audit of Balance Sheet. Valuation of Assets :—Fixed 

Assets, Current Assets. Auditors’ Responsibility for 

Values. Verifying existence of Assets :—Land, Buildings 

and Equipment. Inventories, Securities, Accounts Receivable, 

Bills Receivable, Cash. Verifying liabilities. Fixed Liabili- 

ties. Contingent Liabilities, Capital and Surplus. Deprecia- 

tion of different classes of assets. Provision for Doubtful ' 

Accounts. Organization Expenses. Secret Reserves. Foreign 

Exchange. 
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22. AUDITING. 

Profits. Capital and Revenue, gains and losses. Nature of 
Profits.. Appreciation of assets established by appraisal or 

competent, authority. Revenue receipts and expenditures. 

Profits and savings. Interest during construction. Depre- 

ciation. Bad and doubtful accounts. Extraordinary Pro- 

fits. Profits available for dividends. 

23. ACCOUNTING. 
Municipal Accounts. Balance Sheets. Revenue Accounts. 

Cash Receipts and Disbursements. Tax Rates. Placing 

Tax Roll on the Books. Accounting for daily transactions. - 

Ledger and closing. Special books and records. Sinking 

Funds. Debenture Register. 

24. AUDITING. 

Municipal Audits. Cash Receipts :—Taxes. Water Rates, 

Fines, Dues. Capital Receipts, proceeds of debentures. 

Loans against By-Laws. Commutated Payments, etc. Cash 

Disbursements :—Vouching Payments. Authority for Pay- 

ments. Payments from General Fund and Special Funds. 

Capital Expenditures. Assessment Roll; Budget. Rate of 

Taxation. Tax Roll. General Fund . Verification of de- 

benture accounts, principal and interest. Inter-fund Loans. 

Audit of Special Funds. Statutory Provisions. 

25. AUDITING. 

Audit Reports, Forms, etc.—Balance Sheet Forms. Profit 

and Loss Forms. Use of Schedules. Certificate to Share- 

holders. Qualifying Clauses. 

26. LEGAL DECISIONS. 

A review of the leading cases of interest to Accountants. 
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THE RELATION OF ACCOUNTANCY TO ECONOMICS. * 

By Sir Jostau STAMP, K.B..E., D.Sc. 

“Scientific Accountancy has been developing for some 50 years, 

but I cannot trace that it has yet made a single substantial contri- 

bution to economic science over its own field of the analysis of the 

results of industry, although it has practically a monopoly grip of 

the required data.” This serious charge against accountants is made 

by Sir Josiah Stamp in the course of the following exceedingly inter- 

esting and important paper. He appeals to the younger generation of 

accountants to cultivate a more thorough knowledge of economics, 

and to bring the results of their knowledge to bear on existing 

theories, 

In those pleasant little bickerings that sometimes take place 

between scientists of different orders, many are apt to place their 

studies in a kind of hierarchy, and deny the name of science to those 

which are ranged below their own. The mathematician, revelling in 

the exactness of his results, the unimpeachability of his premises, 

and the fact that two and two have never been detected in the act of 

making any more or less than four except under circumstances of 

extreme provocation at closing time, looks with some scorn upon the 

physicist who, in one generation, postulates ether and indivisible 

atoms, Newtonian gravitation and the conservation of energy and 

matter, and, in the next generation, seems to scrap the whole furni- 

ture and start afresh. The physicist and chemist in turn, with their 

wonderful facility for testing immediately any theory or hypothesis 

by isolating their factors in the laboratory and wringing a ruthless 

*yves” or “no” from their witnesses, have something like pity for the 

* A paper read at the Autumnal Conference of the Society of 

Incorporated Accountants and Auditors in Liverpool, on 30th Sept- 

ember 1921. 
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medical man who, while he knows that quinine is good for fever, 

seems to them not to have the faintest knowledge why it is. In their 

eyes, he has a “rule-of-thumb” procedure, evolved from a half co- 

ordinated experience, which is only a glorification of grandmother’s 

remedies. To have to adopt the conclusions of such inductions, with 

a 50 or 60 per cent. accuracy in diagnosis and remedy, and at the 

same time to have no fundamental knowledge of the nature of the 

things dealt with, is to them a mere empirical fumbling after 

truth. The medical scientists and others like them, however, 
finding all human livers reasonably alike, and being generally 

able to alight upon the bile duct with commendable accuracy in all 

of us, whatever our size or color or political party, do satisfy one 

condition of a science, for they. apply their knowledge of the known 

experimentally to the unknown, with a remarkable degree or percent- 

age of success. There is, of course, some difference of opinion 

amongst us as to how far it is they who do it, and how far we do it 

ourselves because we think they are doing it ; but, at any rate, these 

people feel that they are certainly within the circle of the scientists 

who have an ordered body of knowledge from which they can derive 

certitude in generalization and in application to new cases. They also 

are within the magic circle of those who can make reasonable play 

with the glorious uniformity of nature. 

The Position of Economics as a Science. 

You are all familiar with the fact, however, that these people 

gibe at the so-called science of “Political Economy,” which has one 

hand tied behind its back in its endeavor to catch an exceedingly 

intractable menagerie of human activities. The behavior of men in 

the pursuit of wealth, by co-operation with each other of an extremely 

diversified nature, seems to defy any sufficient uniformity in causa- 

tion or effect from which can be drawn a generalization of the 

slightest use. It has been said that you can never tell what a lady 

will do in certain circumstances by the most intimate knowledge of 

what another lady has done in a similar case, nor even by what the 

lady herself did on a previous occasion. How much more incertitude, 

therefore, must be expected when we deal with every variety of the 

human race, of every nation and clime, of every degree of education 

and ignorance, of every environment, geographically and geologically, 

and with the widest range of social heritage. No exact science is 

possible, and it would appear that as fast as one has obtained some 

poor generalization of the truth applicable to the movements and 

actions of a few, the time-element itself would have destroyed its 

validity. The future will never repeat the literal conditions of the 

past. How can there be a science in such a welter? And yet the 

human mind has struggled, with some success, during the last 160 

years to construct one by postulating and isolating certain funda- 

mental forces which seem general toa section of mankind ; and then, 
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by a deduction from these main premises, has ascertained the result 

of average human behavior. When this method was first worked 

upon, in the hands of one of its highest exponents, Ricardo, the 

hedonic impulse was allowed to go unhindered to its uttermost ripple 

of influence. There is no doubt that, like most new ideas, it was 

trusted too implicitly and carried too far. It brought the science into 

disrepute with its “economic man,” at whom moralists like Ruskin 

and Carlyle pointed the the finger of scorn. The economist was right 

in replying that he was not dealing with morals, and that he was 

entitled to isolate his own set of economic impulses and facts, and 

make his deductions. He was wrong’, of course, in forgetting this iso- 

lation at the end, and regarding his conclusions as those which really 

governed or resulted from human action. He forgot that in the act of 

isolating certain impulses in order to see to what they led, he, so to 

speak, “denaturalised” them, and that before his results could be 

applied to human society as postulates of conduct, or even as explan- 

ations of human events, he had to reintroduce them into a world 

where religious, moral, political, social, national, racial and legislistic 

influences would buffet his poor little bantlings of conclusions about 

until they were hardly recognizable. That is why the work of Ruskin 

and Carlyle is such a monument of error viewed from the point of 

pure economics, and such a monument of truth viewed from the point 

of the whole duty of man. , 

The Peculiar Difficulties of Economics. 

Must we conclude, then, that economics is necessarily an abstract 

science which loses its validity immediately it is reintroduced into 

human affairs ? Surely not. We have learned by now that an abstract 

train of reasoning cannot long be profitably pursued without being 

checked by the main limiting extraneous influences of law, custom, 

race geography &c. We have also learned that no simple economic 

judgment is possible. Every case is the nicest balance of judgment 

of those several forces. In these days we have added social psychology 

and the power of mass or press suggestion as necessary elements in 

a complex of forces, which makes a judgment in economics one of the 

hardest mental disciplines the mind can attempt. Economics is, of 

course, one of the easiest branches of knowledge, so far as absorbing 

a body of doctrine is concerned, but it is also one of the hardest in its 
application, because of the power that it requires of assessing and 

and bringing together in one completed result so wide a range of diff- 

erent forces, varying both qualitatively and quantitively. That is to 

say, economics strictly is not so much a body of knowledge as a mode 

of thought. It is in an unfavorable position compared with other 

branches of knowledge, in that it possesses to hardly any extent at 

all the power of experiment, and the testing of any hypothesis is a 

matter of extreme difficulty. One cannot take the factors into the 

laboratory and isolate them from other influences that one is anxious 
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shall not vitiate the results. You are dealing with human beings, 

both singly and in the mass, with all that vast complex of human 

passions, which as soon as it is analysed by the scientist loses its 

reality. It is true you can “nose” into a working man’s establishment, 

and endeavor to generalize about his habits and his weekly budget. 

You may then get a sufficient amount of material of a homogeneous 

character from which to draw some satisfactory conclusions. But 

have you ever tried to do the same with the “self-respecting” mem- 

bers of the middle class, and to obtain a reliable body of knowledge 

as to the way men with £1,000 a year spend that income ? You would 

no doubt get isolated budgets from sufficiently accessible people, but 

to secure enough budgets at one time, in one place, and of one class, 

to give a generalization of an accuracy comparable, we will say, with 

the accuracy of a reasonable chemical investigation, would defy your 

efforts. If this is so with the human element on what we might call its 

simplest quantitative side—a thing that is susceptible of exact record, 

revealed in one aspect, more or less grudgingly, to the tax surveyor 

—to what an appzlling extent are you likely to fall short on the 

more complex and less arithmetical manifestations of human 

economics ? . ; 

Statistical Verification of Theories. 

Some valuable discoveries were made during the war as to the 

relation between human fatigue, or physiology, and hours of work. 

For example, at one time the Government found that they were 

getting too much of a certain product, more than was actually re- 

quired for the operations in the field. It was naturally suggested, 

therefore, that the overtime being done by the workers should be 

reduced, and the hours of output be lessened. Dr. Collis warned his 
department that the effect would be the reverse, and the output would 

probably be increased. His warning was justified by the facts, for it 

was found that a reduction in the total hours of work would result 

in a sufficently increased output per hour in the remaining hours to 

give an actually larger output than before. The point at which this 

process stops, and the steps in the relation between hours of work 

and output efficiency, are all beginning to become known asa part of 

actual industrial administration, but we need the actual statistital 

data for inspection. 

Administration has not yet told us much, nor, indeed, examined 

to any extent, the psychological effect of an alteration in the wage- 

rate upon output. We know that in certain circumstances if you pay 

more you get more, but we also know there is a point at which an 

improved wage lessens output because the worker is aiming, not at 

the maximum amount he can get in money, but at a fixed figure with 

the least effort. There is little experience, however, of the quantita- 

tive nature of these generalizations, and experimental knowledge is 

of the crudest character. 
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The Need for Observation of Facts. 

When you look over the whole field of economic teaching you 

will find very little that has been the result of what we might call 

“pure induction.” John Stuart Mill’s elaborations of the character- 

istics of successful peasant proprietorship from the instances of 

various nations where it obtained, is a classic example of induction, 

or something not derived by abstract reasoning from first principles. 

We know, too, of course, that the singularly accurate prophecies as 

to the effect of increasing gold supplies were partly deduction from 

abstract premises, and partly the application of historical experience. 

But the fact remains that broadly speaking, the first impulse is 

towards deductive reasoning, and the secondary test of its truth is 

its reasonable “fitness” under masses of conflicting conditions in 

practice. 

Certainly, too, the Ricardian theory of rent, though it appears to 

proceed from a postulation of varying degrees of fertility and con- 

venience in the geographical sense, combined with a postulate as to 

human desire to get the most with the least effert, was also at the 

same time a running comparison with the observed facts of life. The 

great controversy upon the historical school has happily died down, 

but we are all conscious that the peril to which that school is liable is 

the accumulation of enormous masses of historical facts undigested, 

and certainly incapable of yielding any generalized inductions of any 

value, without keen analytical and even mathematical assistance. 

While we have, to some extent, agreed upon the place and dangers of 

the historical or German school, economists are not yet agreed as to 

the value of the purely mathematical or Cambridge school. Though 

mathematics has great value in the hands of a few economists who 

can use it as a kind of shorthand of thought, enabling immense 

numbers of separate factors to be handled in a logical train of reas- 

oning, at the same time it is still dealing with abstracted premises. 

We shall be agreed that experience and deduction are mutually 

dependent. 

As Dr. Neville Keynes has rightly said, “While the method of 

“specific experience is revarded as altogether inefficacious for the 

“discovery of economic laws, and as incapable of affording independ- 

“ent proof of their validity, it is nevertheless considered to form an 

“indispensable supplement to the deductive reasoning that constitutes 

“the framework of the science.” 

The Use of Economic Jargon 

I may mention finally one fearful disability under which econom- 

ics labors as compared with other sciences in its endeavor to become 

exact. It is that of language or terminology. Instead of having an 

exact terminology and using a language with strictly defined conno- 

tation, economists have to use the everyday terms of commerce and 

of life, with all their shifting meanings and they can only give these 
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a constant and precise significance for the purpose by adding a 

forbidding jargon of their own. The word “value,” for example, has 

to be turned into “real value,” “nominal value,” “value in use,” 

“value in exchange,” marginal value,” and so on. Difficulties that can 

arise from the equivocal use of words in the application of a science 

are enormous, and in discussion they are disconcerting. One is 

reminded of the young lady in Punch who stretched out a daintily 

clad foot for her fiancé’s inspection with the question, “And what do 

you think of my new shoes ?” and his enthusiastic reply, “Tmmense !” 

Economics without Tears. 

This necessity for using common terms without confusion is not 

merely a drawback to the economist himself, making thought difficult, 

but, by reason of it, his course is hampered on all sides by well- 

meaning charlatans. Everyone would recognize that to become a 

chemist requires years of close application, and the mastery of a 

special terminology and a special technology. The same respect is 

paid to geology, physics and engineering, but no such barrier exists 

for economics. It is about the everyday affairs that men areall mixed 

up in—and most men pride themselves on being both practical and 

businesslike—and it uses their everyday terms. The plain man is 

resentful if a book on economics does not yield itself to his compre- 

hension without delay ; he clearly regards the subject as one to be 

grasped without a severe mental discipline, by fireside reading of 

suitable literature. In such manner, indeed, on its descriptive side it 

can be studied, and many of its conclusions mastered. But the reading 

of such excellent books as Clay’s “Economics for the general reader” 

or “Gides’ Principles” will no more make a man an economist than 

reading Ball’s “Story of the Heavens” will make him an astronomer, 

and the one will no more entitle him to pose as an oracle on the 

remedy for the present exchanges than the other will to fortell an_ 

eclipse. It is one thing to be acquainted with the latest teachings and 

conclusions in any body of knowledge, and quite another to possess 

its technique, and te able to appreciate those results by a daily sense 

of their true application. So the serious economic worker finds, to an 

extent that jis quite unknown to the chemist and the astronomer, his 

way, both in discussion and literature, encumbered with the litter 

made by dabblers and terribly positive people who “know from prac- 

tical experience.” Your practical man is often the most unguarded 

and dangerous theorist of all, because of his habit of cocksure 

generalization from isolated and inadequate data, and his proneness 

to mistake visible and superficial currents for dominating forces. 

“Few men,” says General Walker, “are presumptuous enough to 

dispute with the chemist or mechanician upon points connected with 

the studies and Jabors of his life, but almost any man who can read 

and write feels himself at liberty to form and maintain opinions of 

his own upon trade and money. The economic literature of every 
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succeeding year embraces works conceived in the true scientific spirit, 

and works exhibiting the most vulgar ignorance of economic history 

and the most flagrant contempt for the conditions of economic 

investigation. It is much as if astrology were being pursued side by 

side with astronomy, or alchemy with chemistry.” 

No science demands, for its most successful pursuit, so constant 

a humility as economics, and the personal experience of each man 

has to be kept in its place as merely one item ina large mass of data 

from which alone the truth can emerge. 

The Place of Statistics. 

“What must strike us all, however, is the extraordinary depend- 
ence of what I might call a more exact science of economics upon its 

handmaid, statistics. Statistics, of course, is a science running 

through all the sciences in so far as they are dependent upon quanti- 

ties, numerical measurements and tests, and the presence or absence 

of given factors susceptible of measurement. She is ancillary to all 

the sciences, and she will yet raise medicine, for example, from those 

empirical, hand-to-mouth lines along which it has so long toiled. 

But an improved statistical technique in the handling of social 

data is absolutely vital to the further progress of economic science. 

With the awful example of Mill before me, when he said that the 

main lines of the theory of value had been worked out, and Jevons 

and Marshall had not yet come, I may venture to say that we have 

almost reached a limit of profitability along the old lines of deductive 

reasoning, and the future progress depends to an extraordinary 

extent, upon what I might call statistical verification. Thirty years 

ago, of course, statistics meant the arithmetic of addition, subtraction, 

and multiplication. It meant, for example, the total trade done, the 

total profits made, the number of people born, number dead, or the 

number of acres under cultivation. Today, to the most of us, it means 

vastly more. It now means the extent of the presence or absence of 

vital factors in a series of phenomena, and the presence or absence 

of some other factor in another series of phenomena, and. the extent 

to which correlation may be shown to exist between the two in sucha 

way that it can be said, without much doubt, that one factor iis the 

eause or effect of the other, or, at any rate, that they are the common 

effects of some third cause. The dependence of particular kinds of 

disease upon particular densities of populaiton, or particular classes 

of employment, or particular ages of inhabitants can be tested under 

severely scientific conditions by means that, two decades ago, were 

practically unknown. The wider use of the co-efficient of correlation 

is likely to be a most powerful engine in the elucidation of truth. Its 

application to the social sciences in a verification of economic hypo- 

theses may be more difficult because here something more than 

quantitative elements are involved, or these elements are hard to 

measure. Suppose you have to test your hoary generalization that 
i 
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red-headed people are hot-tempered, or that Scotchmen are dense, or 

that Oxford men are “high falutin’,” you must have a measure of 

those qualities of temper, or denseness, or of “high falutin’ness” 

which can be expressed quantitively before you can apply the co- 

efficient of correlation. I assume also numerical grading for the 

auburn spectrum from delicate ginger to chestnut and for a table of 

Caledonian affinity, but the numberof terms up at the Varsity 
presents no difficulty. As an example of such correlation in immeas- 
urables, I remember reviewing the work of an American professor 

who recently tried to correlate the degree of education and proficiency 

in general knwledge with the belief in the existence of God, or in 

future life ; and he claimed to prove, in what we should call a corre- 

lative sense, that this belief diminished strictly with the degree of 

intelligence and knowledge possessed. 

A second development of statistics, along the lines of the theory 

of probability, is in the important principle of “sampling.” This is 

of the highest moment in the economics of business, where it is 

impossible to rope all the cases into an investigation. Under certain 

conditions, 20 per cent., or even 5 per cent., samples may yield satis- 

factory and reliable results, and it is the aim of the study today to 

develop investigations along these lines. But if these conditions are 

not observed, and certain tests applied, the results may be disastrous. 

The Education of Accountants. 

It is just ten years ago since Mr. Hewetson Nelson, at your An- 

nual Conference in Dublin, pleaded for certain improvements in the 

system of professional training. He asked for the broader curri- 

culum which should give the lie at long last to the old saying, 

hitherto so true, that “the merely professional man is always a 

narrow man.” He drew special attention to the then growing 

association of accountancy, economics and statistics in various uni- 

versity courses. The ideals laid out broadly by him led to an early 

consideration of the requirements of professional education by your 

able and energetic Secretary, Mr. Garrett, and the idea of a cultural 

addition to the curriculum, nearly always with some reference to 

economics, took shape rapidly thereafter. Your ultimate decision to 

include elementary economics and statistics as well as costing in 

your professional examinations depended, I do not doubt, in the 

minds of some upon the more or less indirect effect which these 

subjects would have upon the “complete accountant” as a supreme 

technician, but others may have thought more of the cultural broad- 

ening effects on his mind than any pointed improvements in 

technique. Now you could get such general breadth of view doubt- 

less by other subjects, such as history, political ideas, the principles 

of criticism, architecture, the methods of science, or particular 

sciences from anthropology to Egyptology, for there is no royal road 

to breadth of view and to the capacity to enjoy a full and rounded life 
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rich in varied interests. But in the choice of economics you are do- 
ing socnething to get this effect with a direct economy and natural 
fitness. If you had to choose two subjects to broaden the rural post- 
man’s mind and life, would you take botany and natural history or 
conic sections and Italian literature ? His everyday life gives 
abundant opportunities for the natural play of mind upon matters 
in the one case, but it gives no facilities in the other. There is not a 

little chance that botany and natural history might themselves get 

broadened also through your selection, for here and there you would 

quicken into life a really creative interest—some Robert Dick, or 

Benjamin Harrison, or Jean Henri Fabre, of the wayside. If two 

subjects serve your one purpose equally well you may perhaps differ 

in your views as to whether you would choose the one in which 

interest would be daily fed, or avoid it because you feared to be 

“fed up”. One has, indeed, some sympathy with a man who has 

seen enough of figures in his daily avocation, and looks for colour, 

sound, rhythm oz motion in his leisure But the case is a little dif- 

ferent when the victim of our attentions is to travel daily a road 

that none other treads ; when, so to speak, his life is a rich mono- 

poly of material, for there is then a new responsibility in the choice 

Wwe are making. Such a monopoly the accountant possesses in his 

daily work, when he handles the facts of economics. 

What Economics can do for Accountancy. 

There are obvious ways in which statistics and costing can 

make a better accountant. There are less obvious and direct ways in 

which economic thinking may also do so. In the higher walks of 
policy, in membership of any committees of national importance to 

which his professional competency may lead him, he must be the 

better for a large grasp of the problems in hand in their wide 

economic significance, and for being more than a legally trained 

“figure merchant,” skilled in the presentation of numerical records. 

Even in a narrower sense, the development of accountancy with the 

evolution of industry and society is going to be better if its received 

principles are shot through with light from other angles than the 

legal, the financial, and the technical. Think of the economic con- 

ception of capital as distinct from income, and then deliberate upon 

the sorry figure that is cut in the light of it by your modern fetish 

of a “safe” or “sound” Balance Sheet, which lies in almost every 

line, and yet is approved by you because it overstates no assets and 

understates no liabilities, while it has valuable premises written 
down to negligible figures and reserves hidden in innumerable places 

or profits “held up” and “tucked away.’ “The truth, the whole 

truth, and nothing but the truth,” cannot be derived from the mod- 

ern Balance Sheet so vaunted for its prudence ; but prudence is just 

as possible without departing from what a Balance Sheet ought to 

be—a faithful record of the employment of the total capital in- 
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vested in the business, whether as an original outlay or retained 

profits, from which the true rate of profit on invested capital can be 

determined. Has the shareholder who wishes to sell his holding no 

rights as to some real knowledge of the value of what he is selling ? 

But I detest from pursuing a topic that will doubtless array you 

solidly against me to a man. 

They Have Eyes but They See Not. 

Theorising is a natural process, and we employ it in every walk 

of life. Although in scientific methods we may give observation a 

theoretic priority, nevertheless we often observe only what we look 

for, what we theorise over, and the two processes go hand in hand. 

But the ferment of thought and inquiry must start first and work 

upon the facts mentally apprehended—in rare cases only does a mass 

of facts passing through the brain generate spontaneously the co- 

ordinating hypothesis. We incline, as I say, to theorise over special 

things, which our minds then unconsciously ‘select for observation. 

It is a sign of a great mind to inquire into little things. Darwin 

possessed the power to such a degree that he went on many fruit- 

less searches. He himself remarks that we are blind to what we have 

not learned to look for, and illustrates from his own and Sedgwick’s 

experience in Cwm Idwal before the Glacial Theory, when they ob- 

served literally everything except what is now as plain in its lesson 

as a burnt-out house. 

Of course, fruitless theories and investigations are not useless 

—they narrow the field of inquiry. 

I doubt not that economics will have a salutary influence on 

accountancy. But what I am much more concerned with is, what is 

accountancy going to do for economics ? The keys to many doors 

are in its hands, and there alone. 

The Capital Charge against Accountancy. 

I make this serious indictment of accountants. 

Scientific accountancy has now been developing for some 50 

years, but I cannot trace that it has yet made a single substantial 

contribution to economic science over its own field of the analysis of 

the results of ‘industry, although it has practically a monopoly grip 

of the required data. I am not referring so much to costing de- 

tails, which are hardly uniform yet, as to the ordinary trading re- 

sults, Balance Sheets and their details. 

But a word or two upon costing. The extension of scientific 

costing methods is becoming daily more widespread, and each busi- 

ness is accumulating for itself a vast amount of valuable matter. I 

do not see any prospect at the moment of any general principles or 

deductions being arrived at by bringing all these results together, 

and seeing what lessons they teach. The only effort in this direc- 

tion of which I am aware is the very praiseworthy one made by Mr. 
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Pearson in a paper before the Royal Statistical Society last year, in 

which he tabulated some valuable hypothetical figures. 

A Costing Induction. 

He refers to the importance of being able to estimate, within a 

reasonable degree of accuracy, what will be the total running 

charges corresponding to any assumed rate of expenditure in direct 

wages, and states he has “formed the conclusion, from 20 years’ 

careful examination of information collected at three monthly inter- 

vals, that a parabolic relationship exists normally between running 

charges and direct wages—that is, the total running charges vary 

as the square root of the direct wages, with the equation as y=Cx. 

For general cnditions it would be more correct to express the equa- 

tion as yn Cx, the value of n being in the neighborhood of %. 

“This is a factor of first-rate importance, and provides a simple 

and continuous method of examining running charges, the most 

troublesome and dangerous of the four groups of costs.” 

Now this is a generalization of great interest, but it is given 

from experience without actual data. 

On hypothetical data Mr. Pearson stated: “The great range of 

fluctuation in the percentage of profit on net output deserves the 

closest attention. It is generally recognized that cost per article in- 

creases as output diminishes, but few people appreciate how small a 

reduction in output will turn profits into losses. The tables indicate 

that this takes place within 20 per cent. below normal output, and 

below that again the losses rapidly increase in amount.” 

Precise Data Necessary in Science. 

Of course, however valuable an impression of this kind, which 

arises spontaneously from experience, may be as an inspired guess, 

it has nothing like the same value in a scientific sense as the actual 

tabulation of a number of cases, and the indication that they have a 

model relation to each other. Such a tabulation, and even a “tenta- 

tive law” derived therefrom, would enable us to determine the posi- 

tion of any particular case according to whether it: was operating 

at a half capacity or a full normal capacity, or beyond normal cap- 

acity, to test its ratios of oncost and various kinds of unit effi- 

ciency by general experience. Perhaps, however, I am not thinking 

so much of the practical utilization of the general results in business. 

Successful business men may prefer to keep them to themselves, 

though, if we look at the national interests as a ‘whole, and not at 

individual profit making, this is a poor argunent. But I am con- 

sidering a'more exact statement in the economic sphere of what is 

evolved by working under successive conditions of increasing, con- 

stant and decreasing returns, respectively. 

Now you will want my ideas on two aspects. First, what are 

these precious truths that accountancy may bring forth ? and sec- 
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ondly, who is going to do the work, having due regard to the posi- 
tion of confidentiality in which the accountant stands ? 

The first is a big subject, and I must content myself with a few 

examples simply stated. 

What are Profits due to ? 

All students of the subject and even casual readers, are now 

familiar with the conception of the “marginal business” which has 
been derived by deductive reasoning from the generalized concep- 
tion of the principle of rent, and marginal utility. We know, in the 

‘abstract, that price is the figure at which the marginal business can 

just get a bare return upon the factors of production without going 

out of production. Just as it also tends to be in equilibrium the cost 

of the last unit of production of other businesses, but I am not going 

to labour all the consequences of this theory. What I want to point. 

is that it has received little or no practical verification and examina- 

tion in practice, though one may feel instinctively that it is true. 

The verification of it, and the discovery of its consequences in 

practice, rest entirely in the realm of accountancy. Suppose you 

took all the concerns that are on the margin, i. e., are making an 

economic rent on their employed capital, but no profits above that, 

and then you take all those in the same trade or industry that are 

making something more than this rent—i. : e., the intra-marginal 

concerns. Their results could be reduced to a unit cost of produc- 

tion if necessary. In some you would find the amount charged for 

economic return upon capital higher than in others, possibly because 

the factory was erected in a comparatively disadvantageous position, 

and the costs of erection were unduly high, or the lay-out was not 

good. Others will be influenced by a disadvantageous position, as 

shown by transport charges in the Revenue Account; others by 

disadvantages in distribution; others by excessive salaries, less 

efficient machinery ,and so on. None of us_ have the slightest 

knowledge as to how the differentials of profit for profitable con- 

cerns, as compared with marginal concerns, are made up and class- 

ified, and to which elements of advantage most profits are due. Only 

concerted accountancy could answer these questions. Upon the 

answer might depend much for the future of industry. 

A better acquaintance with those relative disadvantages which 

all form part of the stream of production induced by a given price, 

would be of immense help in the extension of industry. Obviously, 

the studious avoidance of any particular mistakes would have the 

same effect upon price as a sudden and magic improvement in the 

fertility of the worst and medium lands under cultivation. That is 
to say, there would be a tendency to lesson aggregate rentals or 

economic profits or marginal profits, and at the same time all prices 

would be lowered. Can any of us at present hazard a guess as to 

how many marginal businesses there are in a trade, and as to how 
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far profits over and above economic interest arise through disad- 
vantages in situation, excessive capital expenditure, excessive dis- 

tribution costs, and inferior organization respectively ? 

- Accountancy Obliviou; of its Trusteeship. 

This is only one of the immense additions that might be made in 
applied economics, if accountants, as the trustees of valuable econ- 

omic data, would free themselves from their present doubtless in- 

advertently “dog-in-the-manger” position They have the figures ; 

other people cannot use them, and if accountants will not, then we 

‘get nothing ; economics continues its abstract deductions, and busi- 

ness blunders on by individual instinct. 

Relation of Profits to Capital. 

Again, the relation between profits and capital is very little 

known, except by general impression, for different businesses. We 

have all the theory about the return of interest required to cover 
extra risks, special amortisation, etc., but there is next to no real 

verification (of a scientific order)from the facts of life. Nor do we 

know what share of the total reward belongs to the different econ- 

omic elements of risk, direction, management, and so on. We do not 

know how far the elements of friction, or the keeping of a trade 

within ‘the secrecy of private hands in a locality, may avail to “dyke 

up,” as it were, a special private trade away from the equalizing 

forces of competition. We do not know much about the influence 

of rising and falling money values upon the rates of profit upon 

capital, or upon the absolute amount of profit. In all of these 

matters the large mass of the facts is denied to economists, but 

they pass through the hands of accountants. This valuable material 

is continually going through the hands of highly intelligent men who 

are analysing and criticising it from their own point of view in re- 

ard to its textual accuracy, to its correctness in principle, to its con- 

formity to standard in regard to law and accountancy, but who have 

never any thought as to what light it might throw either upon the 

economic generalizations already made, or what it may contribute to 

general knowledge. The only considerable body of facts of which I 

am aware in this country relating to the results of businesses and 

aggregated on a sufficiently wide scale to justify any inference, is 

the Economist’s quarterly summary of industrial and trading results. 

Here a gallant struggle is made, working on such intractable 

material as the final published Balance Sheets, to reduce the re- 

sults to comparable form to aggregate them and extract the facts of 

general application. The series is extremely valuable, but every 

accountant will appreciate that it is a task undertaken in the face 

of the greatest difficulties, and can only have a limited degree of 

accuracy. Moreover, it fails to sample the great mass of smaller 

businesses in each class, and the businesses under private manage- 

ment. 
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Profits Related to Output and Price. 

I remember that Mr. Joseph Kidger, of Oldham, performed an- 

nually a very interesting and useful service in aggregating the 

results of 100 spinning companies, and showing therefrom the trend 

of profits and dividends. The series extended for a period of over 

830 years. If this is possible in such a case, what might not be done 

by concerted effort ? You will appreciate that to obtain any reliable 

information underlying the great mass of facts about profits and 
capital, it is necessary to see that the profits are defined on similar 

lines and treated in a reasonably identical fashion for depreciation 

and other charges before any useful work can be done. When I was 
working upon the problem of the relation between changes in trade 

volunes and changes in prices, with corresponding changes in pro- 

fits, for the Royal Statistical Society, I emphasized the fact that we 

had to secure uniformity of definition and treatment for all the 

cases dealt with over a wide area at any point of time, or similar 

uniformity for the cases in a narrower area for a longer period of 

time. Neither of these conditions can be satisfied by the information 

available to any individual business. It is only in the mass that 

individual idiosyncrasies are cancelled out. What we are after isa 

composite photograph, so to speak, with real underlying character- 

istics, and a true statistical analysis should aim at eliminating short 

period fluctuations due to local and temporary causes, and bringing 

out the broad secular influences at work. When it has done this, we 

may, perhaps, focus attention upon temporary and local deviations, 

together with temporary and local disturbing causes, and so obtaina 

second valuable series of deductions by Mill’s method of residues. 

Just as the scientist prepares his material and makes it, if you like, 

“chemically” clean before he begins to work on it, so the crude 

figures have to be prepared and standardized for use. That can only 

be done by the concerted action of accountants. 

The National Capital. 

Then again, in estimating the national capital, a subject now of 

such great importance, one of the most vital factors relates to the 

capitalization of business profits. The method of capitalization by 

reference to Stock Exchange values will, for reasons which I have 

stated elsewhere, appeal to you as having distinct limitations, but 

the weakest feature of the whole estimate is that relating to busi- 

nesses in private hands. Here we are still content to treat an 

estimated proportion of the total profits as arising from capital, and 

to capitalize that proportion. It only requires one concerted action 

by accountants, with a well placed sample, to settle this question, and 

to establish within close limits of error the correct amount of capital 

in relation to profits of such businesses. _ 

The Preservation of Secrecy 

The problems of confidentiality, combined with comprehensive- 

ness, have been very satisfactorily settled by combined action on 

274 



RELATION OF ACCOUNTANCY TO ECONOMICS 

many occasions before the Board of Referees for excess profits duty. 

Here you had a whole class of trade whose interests were to act 

together, and to prove their case in its generalities, and not in its 

particular points for each business. These businesses, naturally, 

could not, and would not, reveal any of their affairs to each other, 

but they were always ready to nominate an accountant who would 
reduce their data to uniformity and tabulate them in such a way that 

individual identity could not be discerned. From these tabulations 

emerged those general results and particulars about capital and 

profits, risks provided for and risks contingent, and many other 

similar features from. which the referees were able to see the broad 

economic conditions of each class of trade and make their rulings 

accordingly. 

It is by some such method as this that the concerted action to 
which I have referred would come into operation. 

An Appeal for Research. 

I can hear the exclamation come from many of you that this is 

a Utopian and preposterous scheme ; that accountants are in business 

for a living ; that they have hard work enough to get through the 

day’s toil as itis; that they wish to leave the whole subject when 

they come to their leisure; and that they could neither afford the 

time nor the money to undertake abstract investigations in the 

middle of their daily task. I will grant all this, and at the same time 

say that I hope that out of the rising generation of accountants there 

will be at least 1 per cent. who have the real itch for knowledge, and 

whom the microbe of curiosity will give no rest. If this small number 

are the ones who conceive the ideas, formulate the plans, and act as 

the general dynamic, and then we have another 5 per cent. to 10 per 

cent. who are willing to give some time to following the lead of these 

Just as the scientist prepares his material and makes it, if you like, 

who are willing to give some time to following the lead of these 

pioneers by answering questions, and, so to speak, doing as they are 

told, you will have a body of workers who will achieve all that I have 

in mind. Joined up in local study circles or in correspondence, 

groups of enthusiasts willing to give a little of their leisure time to 

the quest for truth and the advance of knowledge would, in the space 

of ten years, raise the economics of business almost to the status of 

an exact science. 

I look anxiously at the promise of your recruits. In each examin- 
ation there have been several papers of outstanding excellence, 

showing a real capacity for economic thought, but the majority have 

had a bare textbook knowledge which could not get away from the 

particular presentation there studied—the difference between a 
routine repetition of a Euclidian proposition and the capacity to do 

the riders upon it. It is clear, however, that there will soon be in the 

profession a large body of economic thought which, even if initiative 
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is rare, will respond with readiness to impulse and initiative in others 

and put itself at the service of the common good. 

I fully realize that the great majority of those in your Society 

over, say, 40 years of age will scoff at my suggestions as “highbrow,” 

Utopian and unpractical for a hard business world, but I am content 

to make my appeal to the rising generation and to pray for a co- 

operation between accountancy and economics in the future that will 

be fraught with the highest advantages to both. Venit now, quando 

nemo potest operari. 
From The Accountants’ Journal. 

TREATMENT OF COSTS DURING PERIODS OF VARYING 

VOLUMES OF PRODUCTION. * 

By C. B. Williams. 

HERE is considerable discussion at the present time about what 

“[ stoi really be considered cost of manufacture. This question 

would hardly have been raised if the volume of production 

from year to year were constant. But during the last few years this 

volume has fluctuated to an extent such as to make it apparent that 

the volume of production in relation to the capacity of the plant has 

quite as much to do with determining what expenditures are to be 

included with the cost as has the amount of these expenditures them- 

selves. 

In order to obtain an intelligent answer to our question it will 

be necessary to discuss the elements of cost and also to determine 
what constitutes a normal volume of production. It is my belief that 

manufacturing cost should not be affected by variations in the 

volume of production but that the true cost is that cost which would 

be obtained under a normal volume of production. 

In the first place, let us ask what is normal production. 

tion. Probably every manufacturer will have a different idea as to 

what his normal is and therefore the question might naturally be 

asked : If you cannot agree as to what constitutes normal produc- 

tion, how can you agree as to what manufacturing cost is during 

periods of normal production ? Finding the answer is not so diffi- 

cult if it be kept in mind that the determining factor in costs, 

aside from material, is time. Probably it would be better to say 

normal operation instead of normal production. 

To determine the normal hours of operation of a producing unit 

it is necessary to deduct from the total operating hours an allowance 

* A paper read at the annual meeting of the American Institute 
of Accountants, Washington, D. C., September 21, 1921. 
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sufficient to cover the time required for repairs, absence of the 

operator and other unavoidable interruptions. The total operating 

hours would be those established by the company’s policy. The normal 

thus established should be changed as experience shows the allow- 

ances to be incorrect. If we err somewhat in establishing this basis 

we shall nevertheless be better off than if we make no attempt to 
solve the problem. 

The per cent. of capacity which ‘night be considered normal 

would be different for different industries whether expressed in 

hours or other units. Probably between 75 per cent. and 85 per cent. 

might be considered normal for many industries. In many of the 

recent discussions and in‘a recent publication of the fabricated pro- 

duction department of the Chamber of Commerce of the United 
States, 80 per cent. has been suggested as a fair basis. This means 
that 20 per cent. of the total operating time is to be allowed for un- 

avoidable delays such as repairs, absence of the operator, shortage of 

material, etc. 

Let us assume that 80 per cent. of capacity in some specific 

case is normal production so that we may have some definite start- 
ing point. The next question is: What is manufacturing cost ? 

Everyone. will agree that the cost of material and of productive 

labor is a part of manufacturing cost. In any well regulated plant, 

these two items will vary directly with the volume of production. In 

some cases the direct labor may not decrease as rapidly as_ the 

volume of production for the reason that certain employees are 

retained because of their value to the organization. But in such 

instances their remuneration ceases to be direct labor and becomes 

expense of another character. © 

In order to discuss the treatment of cost during periods of 

varying volumes of production, it is only necessary to discuss the 

treatment of expenditures which are made for purposes other than 

direct labor and material. It is when we discuss the various items 

of manufacturing expense that we begin to develop differences of 

‘opinion. In the last analysis there are only two classes of expense, 

manufacturing or producing expenses and selling’ expenses. In 

practice we create a third group, ‘administrative expenses. Fre- 

quently we find it difficult to determine to which of these groups 

certain expenses belong. 

It is not the purpose of this paper to deal with the classifica- 

tion of expenses further than briefly to define manufacturing ex- 

pense. I believe a simple definition, and one on which most of us 

agree, would be that manufacturing expenses are those expenses 

which could properly be included with inventory costs. As an illus- 

tration I might mention shipping expense, which frequently is 

classed with manufacturing expenses, but we should not be willing 

to distribute it so as to include part of it with the inventory. This 
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will be readily recognized as an expenditure which is largely under 

the control of the factory management, but the accountant would 
not be willing to consider it as part of inventory cost. 

There is a very important but little thought-of division which 

should be made in some of the items of manufacturing expense. 

That is to separate such expense between producing expense and 

idle expense. I think it is safe to say that until very recently the 

great majority of manufacturers considered every shop expenditure 

as an element of manufacturing cost and not a few included all 

office expenses as well. We have been accustomed to wait until the 

close of the month or the close of the accounting period, and then 

to sum up all of our expenditures for material and productive labor 

and call them direct cost ; also to sum up all our expenditures for so- 

‘called overhead purposes and allocate these expenditures to the cost 

of goods produced in some relation to productive labor. From a 

mere bookeeping standpoint this might be permissible ; but for the 

purpose of furnishing usable information iit would be better to 

recognize the cost of idleness as separarte from the cost of manu- 

facture. 

In order to make it easier to abandon the plan or the method to 

which business has been largely accustomed, we might consider some 

of the disadvantages of computing costs from the actual current 

expenditures in periods when production is below or above the 

normal. 

First let us consider the effect on the sales department. If the 

business happens to be one in which sales prices are based on the 

costs, the inclusion of all expenditures during a period when pro- 

duction is only 25 per cent. of normal will mean an excessively high 

cost. What is the sales department to do when confronted with such 

a condition? Business is poor—what little is offered is being 

sought by everyone in that line. The result of competition is a 

lowering of prices. The more the manufacturer wants the business, 

the lower he will make his price. But the sales department is con- 

fronted with a condition illustrated by exhibit B. The costs have 

been computed on the basis of actual production and actual expense 

and the cost which formerly was $9.80 is now $18.80, and an article 

which formerly sold at $11.32 and yielded a profit of 10 per cent. 

now costs $18.80 to make. Is the sales department to consider the 

present cost of $18.80, and bid $21.71 on something that formerly 

sold for $11.32 ? Certainly you will say that no sane sales manager 

would follow this procedure. Such quotations would not only not 

Obtain any business but would make the sales policy of the company 

look ridiculous in the eyes of its customers. If the sales manager 

is not to use prices furnished him by the cost department, what 

course is open to him ? Only one, and that is to ignore the cost 

furnished by the cost department and bid at some figure which he 
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thinks may obtain the business. If the normal price is used and 

business is obtained, the output of the plant will be increased and 

the cost department, because of this very fact will show a lower cost 

than the one furnished the sales department. If the volume increases 

sufficiently, the cost will be lowered to the former figure. This will 

justify the action of the sales manager in using his own judgment 

about the cost and will discredit the cost department for having 

furnished a cost at which business could not have been obtained. 

On the other hand, let us assume that for a short period the 

plant has been working a night shift and has thus doubled its pro- 

duction, although night production may be neither desirable nor 

practical for this particular industry. The cost which was $9.80 

under normal conditions is now $8.80.. By making the same allow- 

ance for selling and administrative expenses and for profit, the sell- 

ing price is fixed at $9.59. Should the sales department now offer 

to take business on the basis of a $9.59 price, knowing that the 

factory cost alone in normal times is $9.80 ? If this price is quoted 

and business recedes to normal, a loss of 21 cents on each article 
will be shown even before providing for selling and administrative 

expenses. 

Cost accounting must be practical. It is right to have theories, 

but they should stand the test of practice No one expects his 

customers to pay a higher price for goods when business is poor 

simply because he needs a higher price in order to operate at a 
profit. 

When business is poor the customer naturally expects lower 

prices and the manufacturer naturally expects to quote lower prices 

in order to stimulate business. On the other hand, when business is 

good the customer expects to pay higher prices and the manufacturer 

expects to obtain higher prices. But, in the illustrations we have 

used with prices based on fluctuating costs, the opposite would be 

true. Accounting should certainly be an aid to business manage- 

ment, and theories which interfere with the usefulness of account- 

ing results and will not allow us to meet business conditions can 
not be maintained very long. 

Next let us consider the effect on production. The factory 

management is expected to produce goods at a price at which they 

can be sold, but if all the costs are to be charged to part-time pro- 

duction the factory will be accused of incurring costs that are high- 

er than selling prices. Therefore, instead of accepting such busi- 

ness as might be obtained which would at least absorb part of the 

overhead, the factory must be closed because a sufficient volume 

cannot be secured to absorb all of the overhead. You will say that 

the factory management would not follow this policy, but would 

produce whatever it had orders for, so long as there was a chance of 
conditions improving. 
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Somehow the practical factory man knows that costs do not be- 

come higher on one machine when another machine is idle. Neither 

does he believe that costs become lower on a certain machine be- 

cause additional machines are placed in operation. To his mind 

there is no connection between the output of one machine and that _ 

of another and if he can keep the one machine operating at normal 

capacity he naturally expects the cost of the product to remain 

the same, regardless of the varying volume of production of other 

machines. 

Probably factory men would have more respect for their cost 

‘accountants if the cost statements agreed with what factory men 

know to be the true condition. When cases such as this occur, the 

manager naturally ignores the figures furnished by the cost depart- 

ment and uses his judgment instead, and the value of the account- 

ant is not raised in the estimation of the manager when he has to 

use his judgment instead of the figures furnished him. 

Next let us consider the effect on the balance-sheet. If all 

shop expenditure is to be considered a part of the manufacturing 

cost, it likewise enters into the valuation of the inventory. In many 

lines of business there is no market value for a product other than 

that established by the manufacturer himself. Therefore he must 

value his inventory at cost prices. If the cost as shown be consider- 

‘ably higher because the volume of production is lower, the inventory 

is valued at higher than sales prices and is overstated in the balance- 

sheet. Likewise a false showing will be reflected in the profit-and- 

‘loss statement. Exhibit C. will make this clear. I have assumed that 

there is the same quantity of inventory atthe end of the period as at 

the beginning. The illustration shows the difference in inventory 

values due to the increase in the overhead per unit during the 

period. 

The inventory at the beginning of the period is valued at costs 

obtained for the previous year during which the volume of produc- 

tion was normal. The inventory at the end of the period is valued at 

the cost obtained for the current year during which the volume of 

production has been only 25 per cent. of normal. The result is that the 

book value of the same quantities of inventory at the beginning and 

at the end of the year has increased from $26,000.00 to $44,000.00. 

This increase is all in the shop expense and is the result of increas- 

ing the burden rate from $0.50 to $1.62% an hour as shown by ex- 

hibit A. 
According to one recognized accounting theory. all shop ex- 

penditures must be included in the cost of manufacture, but accord- 

ing to another equally well recognized accounting theory the inven- 

tories must be stated at the lowest possible prices and certainly at 

less than sales prices. But in the example which I have given both 

of these theories cannot be followed. Which one shall we abandon ? 
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Most likely we shall arbitrarily reduce the inventory valuation from 

$44,000.00 to $26,000.00, making it agree with the costs obtained 

during a normal volume of production and thereby abandoning the 

theory which leads us to consider all manufacturing expenditures as 

a part of the cost of production. 

Under the old method, in addition to having an incorrect inven- 

tory at the end of that period, all the monthly statements have been 

incorrect. A supposed profit which was accumulating from month 

to month must be reduced at the end of the year because the in- 

ventory valuation is then found to be fictitious It would not re- 

quire any great stretch of the imagination to picture a case in which 

the monthly statements show that a profit was being earned 

throughout the year, but that at the end of the year it would be 

shown tha: 2 'oss had been incurred, the error being due to incor- 

rectly stating the inventory in the monthly statements. 

Of course, the opposite result would be obtained if the volume 

of pvoduction were above normal instead of below normal. In this 

ease I think it would be perfectly proper to value inventory at nor- 

mal cost rather than at a reduced cost which might have been ob- 

tained during an unusually favorable period of production. I antici- 
pate the cbjection that inventories stated at normal cost. rather 

than at the reduced cost due to abnormal production, would result 

in overtaking the assets and the profits for the period. My belief 

is that this is not the case but that, on the contrary, there would be 

carried into profit and loss an earning resulting from abnormal 

conditions If this is not done and if business resumes its normal 

volume during the’ succeeding period, we shall then be charging 

the sales of that period with material carried in inventory at prices 

lower than they should be carried, and we shall be overstating the 

profits in a period when normal results should be shown. 

Let us consider one more effect of keeping costs according to 

our old method. A cost department which is worthy of the name 

will furnish statements to the management setting forth the var- 

ious conditions of the business in a way such as will direct attention 

to unnecessary expenditures. These statements will show the facts 

in terms of some unit of production and frequently ,will compare 

costs of one period with those of another. If all expenditures are 

to be included in costs when production is low, the statements which 

formerly had some value to executives will now be valueless because 

a comparison of results in periods of sub-normal production with 

results obtained in periods of full production will simply show high- 

er costs in the sub-normal period accompanied by the obvious, but 

meaningless, explanation that the costs are higher because pro- 

duction is lower. 

If we still insist that all expenditure is properly a cost of pro- 
duction, let us ask to what is expenditure chargeable when the plant 

t 
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is idle and when there is no production. During a period such as 

this there are expenditures for watchmen, repairs, heating and other 

items necessary to care for the property. In addition the usual 

charge for taxes and insurance goes on and the plant depreciates. 

If there is no production, there seems to be only one way to dispose 

of these expenditures and that is to charge them to profit and loss, 

with the explanation that this is a loss incurred because the plant 

was idle. 

Under these conditions let us assume that a shop with twenty 

machines now obtains an order which will enable it to operate one 

machine. Is all expenditure now to be considered as cost of the 

production which is obtained from the operation of one machine ? 

If not, then to what shall 19-20ths of the more or less fixed expendi- 

ture be charged? If we charged the expenditure to profit and loss 

when there was no production, why not charge 19-20ths of this ex- 

penditure to profit and loss when production is only 1-20th of cap- 

acity ? If it is necessary to start the power plant to operate this 

one machine, are we to charge all of the power-plant expense to 

production because one machine is operating or are we to charge 

19-20ths of it to profit and loss because nineteen of the machines 

are idle ? 

Some may say that the obtaining of one order made it neces- 

sary to start the power plant and that therefore the entire cost 

should be charged to that order. If we do this and show the manager 

that a big loss was incurred because this order was taken, we shall 

doubtless be told that something is wrong with our method of cal- 

culating and that the business must start up gradually and cannot 

by any line of reasoning be expected to remain idle until orders are 

obtained sufficient to operate all the machines. If the plant can- 

not be expected to remain idle but must be operated because of the 

general necessities of the business, why are 19-20th of the cost of 

the power plant not a proper charge to profit and loss rather than 
to the cost of the one order ? 

I have in mind an actual experience which occurred fifteen years 

ago. A large factory making wire products closed down all but one 

department. The product of this small department had been costing 

about $32.00 a ton. Under the plan of charging all expenditures to 

costs, the entire expense of the power department, as well as other 

departments which contributed somewhat to the department which 

was operating, was charged to the output of this department, re- 

sulting in a cost of about $1,600.00 a ton for its product. 

When the yearly figures were made up, the item for which 

there was a normal demand throughout the year showed a loss be- 

cause it had been charged with the expense of the idle departments, 

while the items for which there was no demand during a part of 

the year showed a satisfactory profit. The ridiculousness of such a 
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showing was ‘apparent to all. It was evident that the method being 

used was incorrect and it was likewise the consensus of opinion that 

the output of this department should not cost any more per unit 

than it had in former months. Unfortunately this method was then 

in such general use that we were unable to convince those in auth- 

ority that a different plan should be adopted. 

Suppose a company had two similar plants, but in different 

cities, and that one plant was operated to normal capacity, while the 

other plant was idle. Would anyone suggest charging the expense 

of the idle plant to the production cost of the one that was operat- 
ing? Would the principle change if a new building were erected and 

the equipment of both plants were moved into it and one-half of the 

equipment remained idle ? 

Possibly we are now willing to abandon our former method of 

costing and adopt a method based on normal production, or, in 

other words, a normal cost. 

For the purposes of this discussion we have already assumed 

that normal production was to be fixed at 80 per cent. of maximum 

capacity. We must now define normal cost. Suppose we say that 

normal cost is the cost that would obtain when production was at 

80 per cent. of maximum capacity. If production is only 20 per cent. 

of the capacity or 25 per cent. of normal, our problem will be to 

separate the expenditures so as to determine what iis to be consider- 

ed as cost of production and what is to be considered under some 

other head. 

My proposal is that shop expenditures be divided into two 

classes. One class will be the cost of production. The other class 
will be the cost of keeping idle equipment and organization in con- 

dition to produce. When the plant is operating to normal capacity 

all expenditures will be of the first class, i. e., cost of production. No 

machines are idle except for reasons included in our 20 per cent. 

allowance. If any machines are idle for other reasons the expense 

belongs to the second class, i. e., cost of keeping idle equipment and 

organization in condition to produce. 
Exhibit A illustrates the methods of obtaining the overhead 

rates, Exhibit B shows the amount of idle expense and of earnings 

from overtime. Shop burden divides into two main classes, the first 

and largest being expenses which are constant, regardless of the 

volume of production. These expenses include the taxes, insurance, 

depreciation, watchmen, superintendents and other expenses of keep- 

ing the organization together and the plant in operating condition. 

The second class consists of expenses which vary more or less 

with the volume of production and have been called “variable” in the 

example given. In this illustration the constant expense is $30,000.- 

00 under all three conditions. The variable expense is $10,000.00 

under normal conditions or conditions of full operation. It is 

283 



THE CANADIAN CHARTERED ACCOUNTANT 

$2,500.00 when the plant is operating to only 25 per cent. of normal, 
and $20,000.00 when a night turn is being operated and production is 
twice the normal. 

It will be seen that the overhead rate under normal conditions 
is 50 cents an hour because the total expense is $40,000.00 and the 
total cperating hours 80,000. With the plant operating to only 25 

per cent. of normal the total expense is $32,500.00 and the operat- 

ing hours 20000 , thus giving an overhead rate of $1.62%% an hour. 

With the plant operating a night shift, the expense is $50,000.00 and 
the operating hours 160,000, thus giving an overhead rate of 31% 
cents an hour. 

You will note that simply because the volume of production 

varies the overhead rate has changed from 50 cents to $1.62%4 in one 

case, and to 31% cents in another case. Is it logical to assume that 

such a change should be borne by that part of the product for which 

the demand continues normal when the real fault is in the fluctua- 

tion of the demand for some other iitem ? 

At this point it might be well to explain that normal rates do 

not mean fixed rates. For example, if the rates of pay for common 

labor should be lowered, this would lower the normal rate to the 

extent that common labor was a part of the expense. If a change 

should be made in manufacturing methods which would necessitate 
more common labor, this would raise the normal rate. 

Exhibit B illustrates costs obtained under three different condi- 

tions. In each case the material cost is $1.00 and the labor cost 

for eight hours is $4.80. The burden cost will be calculated on 

eight hours of operation in each case. Under normal conditions, the 

rate will be 50 cents an hour and the amount of burden $4.00. When 

production is 25 per cent. of normal, the rate will be $1:62% and the 

amount of ‘burden $13.00 When production is twice the normal, the 

rate will be 311%4 cents and the amount of burden $2.50. Our total 

unit costs then are $9.80, $18.80 and $8.30 respectively. 

If the production for each of these periods is charged to cost of 

sales at these figures, the entire expense of the plant will be taken 

up ; and naturally a loss will be shown in the second period because 

of a lack of production. An excessive profit will be shown in the 

third period because the production was twice the normal. Both 

these results are misleading. Would it not be better in the case of 

curtailed production to say that the normal operating hours were 

80,000—that the actual time of operation was only 20,000 hours— 

that there were 60,000 hours of idle time during which the constant 

expense went on as usual at a cost of 37% cents an hour, resulting 

in a loss of $22,500.00, which was due to idleness rather than to 

excessive cost of manufacture ? 

In the case of abnormal production, instead of operating 80,000 

hours the plant operated 160,000. The constant expense during this 
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period did not increase. What happened was that, because of the un- 

usual demand, we worked our equipment and organization beyond 

what was designed for and that these 80,000 hours of extra operation 

resulted in an additional profit of 3744 cents am hour or $30,000.00 

If the manufacturing costs for the period are given the benefit 

of this $30,000.00, it will be misleading, because figures will be es- 
tablished which probably will never be duplicated and therefore 

cannot be used by the sales department or by any other department. 

Would it not be better to credit this $30,000.00 directly to profit and 

loss, with the explanation that it was the result of operating beyond 

normal capacity? 

Let us consider some of the advantages of following the new 

method as opposed to the disadvantages of the old. In considering 

the sales policy, the normal-cost method furnishes a correct basis 

for sales prices. The sales department is informed that in cases of 

normal production the cost of the output is a certain figure. It can 

then work intelligently with full confidence that it is being \properly 

informed by the cost department and that whatever business is ob- 

tained can be produced at a profit. Salesmen can be sent out 

with instructions to take all the business they can obtain at this 

price, whether little or much. In addition to knowing the profit on 

the sales which are made. the sales department will constantly have 

before ‘it a statement of the loss that is being sustained because suf- 

ficient sales are not being made. 

In considering the production policy, the factory manager will 

understand that a loss is being incurred while the factory is idle, 

. and that whatever he is allowed to produce will show a satisfactory 

cost figure. At the same tine it will reduce the loss which is being 

sustained through lack of operation. If the factory is idle, every 

order should be received with rejoicing and not, as heretofore, with 

the knowledge that when it is produced it will show a cost greatly 

in excess of the sales price. There will be an incentive to study the 

idle departments to determine any use that can be made of them or 

whether it is profitable to keep them at all or not. A department 

which was charged with idle expense, year after year, might result 

in more loss than profit. If the company is anxious to hold its or- 

ganization together, it can determine the point at which it will suffer 

no greater loss by keeping its employees at work than by laying 

them off. For this purpose let us rearrange our cost illustration as 

shown by exhibit D. The burden of $4.00 is divided in accordance 

with the rates shown on exhibit A. The variable burden at 12% 

cents an hour is $1.00 and the constant burden at 37% cents an hour 

is $3.00. 

It is evident from this that the cost, $9.80, is composed of $3.00 

which is constant and cannot be eliminated by laying off employees 

and $6.80 which is variable and can be eliminated by laying off em- 
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ployees. Therefore, anything that jis obtained in excess of $6.80 will 

reduce the loss which would otherwise be incurred through idleness. 

If a large stock of raw material were on hand, and this could 

be disposed of as finished product at $6.80 a unit, the plant could be 

operated at no more loss than if it were idle. The inventory could be 

turned into cash and the organization could be maintained 

Another of the advantages of establishing costs on the basis of 

normal production is that we are able to measure the cost of idle- 

ness. The expense which cannot be allocated to costs because it is 

due to a lack of operation is certainly the cost of not doing business 

or, in other words, the cost of idleness. This is a most important 

fact and should be watched constantly by those responsible for the 

outcome of the business. It might be that the cost of idleness in a 

given period is $50,000.00, but, by securing a certain volume of 

business at cost, some of the overhead could be absorbed and the loss 

correspondingly reduced. This would not appear in the profit-and- 

loss statement as a profit but it would appear as a reduction of a 

loss. 

I have heard some accountants express their condemnation of so- 

called normal costs with a good deal of feeling. It has been con- 

tended that it is a dangerous policy and that the purpose of a cost 

system is to determine the cost. We must keep in mind that all ex- 

penditures must eventually reach the debit side of the profit-and- 

loss account. The only choice is as to the channel through which 

the charge is to be made. Shall it all be called “cost of sales” 

whether the sales be big or little, or shall part of it be called “cost 

of idleness” ? In either case it is cost. Which will convey the most 

information to the executive ? 

A 

Determination of Shop Burden Rates. 

Normal 25% of Normal 200% of Normal 

Shop expense cost per hr. 

Constant $30,0000.00 .387% $30,000.00 1.50 $30,000.00 .18% 

Variable $10,000.00 .12% $2,500.00 .12% $20,000.00 .12% 

Total exp. 40,000.00 .50 32;500.00 1.62% 50,000.00 .31% 

Total hours 80,000 20,000 160,000 
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B 

Illustrations of Costs and Sales Prices Under Different Conditions 

Normal 25% of Normal 200% of Normal 

Material 1.00 1.00 1.00 

Labor 8 hours 4.80 4.80 4.80 

Burden 8 hours at .50 4.00 at 1.62% 13.00 at .311%4 2.50 

Total unit cost 9.80 18.80 8.30 

Selling and adm. 5% 49 94 42 

10.29 19.74 8.72 

Profit 10% 1.03 1.97 87 

11.32 21.71 9.59 

Total operating hrs. 80,000 , 20,000 160,000 

Idle Time Overtime 

60,000 hrs. @ 37% 80,000 hrs. @ 387% 

$22,500.00 $30,000.00 

CG 

Comparison of Inventories, Quantities Being the Same in 

all Three Examples 

Normal 25% of Normal 200% of Normal 
Raw material $ $5,000.00 $ $5,000.00 $ $5,000.00 
Work in process 

Material 6,000.00 6,000.00 6,000.00 
Labor 6,000.00 6,000,00 6,000.00 
Shop expense 

16,000 hrs. .50 8,000.00 20,000.00 1.624 26,000.00 38,000.00 .31} 5,000.00 17,000.00 

Finished stock 1,000.00 1,000.00 1,000.00 

26,000.00 44,000.00 23,000.00 

D 

Division of Cost Between Variable and Constant 

Material 1.00 

Labor 8 hours 4.80 

Variable burden 8 hours .12% 1.00 

6.80 
Constant burden 8 hours .37% 3.00 

9.80 

(From The Journal of Accountancy) 
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EXAMPLES OF PROFIT-SHARING AND CO-PARTNERSHIP BY 

LIMITED COMPANIES. 

By HERBERT W. JORDON. 
——- 

A lecture delivered before the Secretaries’ Assvciation. 

our Council has paid me the honour of inviting me to address 

YY ve on the subject of profit-sharing and co-partnership by 

limited companies. The subject has attracted considerable 

attention of late, largely because profit-sharing—and more particu- 

larly co-partnership—schemes are advocated by many as a remedy 

for the prevailing industrial unrest. Many schemes, some of which 

are more or less of a novel character, have recently been formulated 

and put into operation by old-established and prosperous undertak- 

ings, doubtless animated by the desire to allay possible unrest. 

Several of these are, on the whole, admirable schemes, if I may be 

permitted to express my opinion thereon. 

From a slightly different standpoint must be regarded the adop- 

tion’ of profit-sharing schemes by a number of companies lately 

registered. These also appear to be good, as well as attractive. No 

doubt the object of the promoters of these companies in including 

such schemes has been twofold—namely, (a) to show that loyal 

service will not only be expected of the prospective employees but 

will be recognised in some material fashion, and thus as far as 

possible to ensure their willing co-operation, and (b) to allay appre- 

hension of labor troubles in the minds of prospective timid applicants 

for shares, and to inspire them with confident anticipation of 

harmonious working relations between the employees and the direct- 

ors and management. These schemes are mostly of such recent 

inauguration that no reports as to their success or failure can be 

expected for some while, but they will nevertheless be awaited with 

interest. 

It may, however, be observed in passing that a profit-sharing 

scheme will not of itself ensure goodwill between employer and em- 

ployee, and that unless the scheme is administered in a magnanimous 

spirit it may even prove a source of unrest. 

The terms Profit-sharing and Co-partnership, it need hardly be 

observed, imply different ideas and aims. A company that confines 

itself to the distribution of a portion of its profit amongst its employ- 

ees and leaves the thriftless section of them to spend all they receive 

beyond their regular wages extravagantly and in making useless 

purchases—to their own injury, and incidentally to the detriment of 

the exchange—does nothing to uplift their status commercially or to 

foster a sense of responsibility. But if the employees are invited to 

invest a proportion or the whole of the profits to which they are 
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entitled in the funds of the company, and this invitation is responded 

to, they become co-partners with their employers and their interests 

are identical. As year by year goes by their shareholders increase, 

and they may in time become the possessors of considerable capital, 

which, in later years or at death, may be realized and possibly 

occasion great benefit. 

Though comparatively very few companies have in the past ad- 

mitted their employees as co-partners, a larger proportion of recent 

companies have done so, and some have afforded employees an oppor- 

tunity of acquiring shares on specially favorable terms. In many 

cases the scheme provides that a proportion or the whole of the 

profits due to employees shall be invested in the company’s funds, 

without their having the option of taking cash. Experience proves 

that, as a general rule, such a provision works admirably in practice 

(although strongly condemned by trade unions), and in consequence 

it meets with the growing favor of employers. It may, however, be 

coubted whether in the long run it is not better to induce employees 

to practise thrift, rather than to make thrift compulsory. 

Arguments in Favour of Profit-Sharing. 

At this stage it may be well for me to summarise briefly the 

advantages and disadvantages of profit-sharing arrangements (with 

or without co-partnership). The advantages are :—- 

1. The fact that the interests of the employees are similar to 

those of their employers, which tends to induce harmonious relation- 

ship and smooth working; each individual feels that it is to his 

interest to further the prosperity of the undertaking, and co-ordina- 

tion bewteen different departments is thus encouraged. If the amount 

received by employees as their proportion of the profits is invested 

by them in shares of the company, they become in a small way 

capitalists, and their status is raised above that of being merely 

servants, so that they are led to feel that they are in a measure 

employers or partners, who are working for themselves and others— 

though, it may be remarked in passing, whether capital should be 

regarded as employing labor, or labor as employing capital, is a 

debatable point. 

2. Animated by such feelings as these, production will be 

increased, as employees will find it to their interest to eliminate 

wasteful methods and to intelligently co-operate with the manage- 

ment, and they may also be led to make valuable suggestions as to 

how the efficiency of the business can be improved. Thus not only - 

may the income of the employees be increased, but where the hours of 

working are unduly long or the working conditions unfavorable, allev- 

istion may be found possible, and many improvements may be effected 
without the increased output being impaired. 

RE. : mo, 
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Arguments against Profit-Sharing. 

The principle arguments against profit-sharing schemes are :— 

1. The lack of confidence on the part of employees in employers 

generally, there being a lurking suspicion in the minds of the former 

that profit-sharing schemes may be so manipulated as to operate in 

favor of the employers exclusively and perhaps in the long run even 

to the disadvantage of the employees. It is felt that the “inside” 

knowledge of the employers and their wider experience enable them to 

gain an unfair advantage over their employees, and that any under- 

taking by them suggestive of benefit to the employees, especially if 

given voluntarily, should be scrutinized almost as closely as the 

pledges of politicians. Even the provisions of Acts of Parliament, 

seme may recall, are occasionally interpreted by His Majesty’s Judges 

te mean something very different from what the words convey 

according to their natural construction. 

2. The employees may be stimulated to increase the output, and 

employers may in consequence tend to be more exacting, taking the 

production of those in profit-sharing establishments as the standard 

for employees in establishments where the workers are not pecuniarly 

interested in the result of their labor. Moreover, in times of trade 

depression, the higher output may be expected from each individual, 

thus causing over-production and dismissals on a large scale, or, 

alternately, the dismissal of those who fall below the new standard. 

But those who are retained could not, as long as the depression 

lasted, expect to receive more than the standard rate of pay, what- 

ever efforts they might make to restore prosperity to the business. 

8. Workers generally, it is sometimes asserted, do not desire a 

share in the profits, their chief concern being to secure adequate and 

regular wages ; and their remuneration ought not tobe dependent on 

the success or failure of the business, which may be due to causes 

over which they have no control whatever. 

4. Profit-sharing schemes do not generally (and more particu- 

lerly those on co-partnership lines) commend themselves to trade 

unions principally for these reasons. It may be presumed that the 

prejudice which not unnaturally arose when, on an historic occasion, 

a profit-sharing system (combined with co-partnership) was adopted 

with success as a means of fighting a strike has not altogether died 

away. It is, however, pleasing to note that the opposition is much less 

marked than hitherto, and that quite recently several profit-sharing 

schemes have received trade union approval. The suggestion some- 

times made, that the conditions generally in establishments where 

profit-sharing and co-partnership schemes are in operation, being 

superior to those obtaining in other establishments, the unions fear 

that the employees’ loyalty to them may be thereby weakened, may 

be dismissed as ungenerous. The principal (and not unreasonable) 
objection, from the trade union standpoint, is the attempt sometimes 

290 



PROFIT-SHARING AND CO-PARTNERSHIP 

made to impose as part of the scheme conditions which, rightly or 

wrongly, are considered to jeopardise the principles by which trade 

‘unions are animated. 

5. Employers and employees may be tempted to organize for 

the exploitation of the community. Where, for example, a company 

has a virtual monopoly of any class of goods, or in times such as the 

present when the demand exceeds the supply, both parties may take 

advantage of the situation, the employees demanding higher wages 

(plus a share of the profits), and the employers passing on the extra 

cost (with a margin on the safe side) to the consumer. 

The foregoing is an attempt at a brief, impartial, statement of 

the pros and cons of the case, and necessarily omits much that could 

be said for and against. My purpose is neither to advocate nor to 

condemn any system, but merely to lay before you a few considera- 

tions that I suggest you, as secretaries, should ponder over, as any 

one of you may be invited by your board to formulate some scheme, 

or it may be some of you are contemplatng laying schemes before 

your boards on your own initiative. Before concluding, I propose to 

cescribe some of the schemes now in operation, so that you may be 

able to form an opinion as to which kinds are best suited to the 

circumstances of your respective companies. 

I have designedly set out the arguments agaist profit-sharing 

schemes at greater length than those in their favor—for the advant- 

ages at first sight seem so obvious and the principle underlying the 

idea is so excellent that the dsadvantages might otherwise fail to 

receive due consideration. However, afew comments on the objections 

seem to be called for, seeing that if I were not to give some answers 

to them (in, I hope, a detached frame of mind) you would probably 

go away with the impression that systems of profit-sharing are, in 

my secret judgment, under condemnation. 

The first objection—namely, that employees should not be placed 

in a position so that unscrupulous employers may gain an unfair 

advantage over them—is perfectly sound. Nor would employers of 

the highest integrity desire to be in such a position, for they would 

be the first to recognize the fallibility of human nature and be pre- 

pared at times to apply to themselves the admission of St. Paul in 

the familiar passage, “The good that I would I do not ; but the evil 

which I would not, that I do.” For my part—until the Millennium 

arrives and the honor of directors is unimpeachable—I can see no 

way of overcoming this objection, except by the adoption of some 

national scheme (on a voluntary basis) providing the requisite safe- 

guards—hut I must not digress by giving an outline of such a scheme 

as I would propose. 

The second objection—namely, that employers would become 

more exacting when they have evidence that cannot be rebutted that 

their employees are capable of increasing the output if adequate 
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inducements are held out to them—does not appear to require serious 

consideration. Labor is strong enough in these days to see that it is 

not imposed on in this fashion, nor, it is submitted, need labor be 

oppressed by the fear that profit-sharing will lead to the dismissal of 

efficient employees or to the over-production, resulting in unemploy- 

ment, for those who have studied economics express the conviction 

that increased production cannot fail to increase the volume of our 

commerce, and consequently lead to a greater demand for labor and 

more stable conditions. 

The third objection—that workers prefer adequate and regular 

wages—is hardly a fair one, for no profit-sharing scheme could be of 

any avail unless the employees were paid at the recognized rates. 

And certainly any additional sum will not be unacceptable merely 

because it is liable to vary in amount and to be paid at irregular 

intervals. 

The fourth objection has already been answered to a great 

extent. No doubt the aversion of trade unions to profit-sharing 

schemes would diminish (if not actually disappear) if some national 

scheme were adopted, particularly in view of the fact that members 

of Parliament and others who have the interest of labor at heart 

would be afforded an opportunity of expressing their views and press- 

ing for whatever safeguards they might deem to be necessary. 

As to the fifth objection, that there would be a danger of 

employers and employees exploiting the community, it is perhaps 

hardly necessary to point out that the community in the long run 

never fails to find means to protect itself against extortion on the 

part of combines of any sort (whether of masters vr men or of both 

in collusion). It may be recalled that some 20 years ago manufactur- 

ers of metal bedsteads came to an agreement with their workmen 

that the rate of wages should be determined by the market price of 

the finished articles. As a result, the trade on the whole prospered 

immensely for a time—at the expense of the community, who found 

the price of the indispensable article steadily rising, until eventually 

the conspiracy was overcome by the reintroduction of wooden bed- 

steads, which caused the collapse of the “iron ring.” 

Specimen Schemes 

I propose now to give short particulars of schemes already 

formulated, most of which are in operation. The plan most commonly 

adopted is to divide the profits remaining after the payment of a 

specified dividend between the shareholders and the employees. For 

example, half the sum remaining after the payment of a dividend of 

6 per cent. might be distributed amongst the shareholders according 

to their rights, and the balance paid to the employees in accordance 

with a pre-determined scale. Or, after the payment of a dividend of 

6 per cent., the balance might be distributed in the form ofa dividend 

on capital and a dividend on the aggregate wages for the year. To 
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give a concrete example, in the case of a company having an issued 

capital of £50,000 and making a net profit of £8,000 per annum, the 

number of employees being 250 and taking annual wages to the extent 

of £40,000, the balance to be divided between the shareholders and 

the employees would be £5,000 ; half of this sum could be paid to the 

shareholders as an additional dividend at the rate of 5 per cent., and 

the remaining £2,500 could be taken by the employees, who would 
receive on an average £10 each. Or a dividend at tne rate of 5 5-9ths 

per cent. could be paid on the sum of £90,000 (capital £50,000, wages 

£40,000), so that the shareholders would take £2,778 and the employ- 

ees £2,222, or £8 17s. 9d. each. A dividend on wages is to the 

advantage of the employees where the capital invested in the business 

is small, as in the case of an agency or messenger service where little 

more than office accommodation is needed ; but the advantage is with 

the shareholders where the capital invested is heavy, as in the case 

of an electric supply company, where big outlay on plant and machin- 

ery would be necessary. Usually, the proportion of the profits to 

which the employees are entitled is distributed amongst them in 

proportion to their respective wages, but occasionally the time each 

individual has served the company is taken into consideration. 

Sometimes, however, the amount distributable amongst the employees 

is divided into a number of units, an errand-boy being allocated, say, 

one unit, a woman worker two units, a journeyman three units, a 

foreman five units, and a manager seven units, or the principle allo- 

cates units to his employees in various proportions, according to his 

assessment of their respective values to the business, taking into 

consideration their individual keenness, initiative, ability, and loyalty. 

Schemes in Operation. 

No doubt you would wish to have some details of specific schemes 

actually in operation, and so I will give particulars of a few typical 

' eases, 

J.T. & J. Taylor, Ltd. 

After provision for depreciation and a return of 5 per cent. on 

capital, the balance is applied in paying a bonus to employees of as 

much per cent. on wages as is paid on capital beyond the initial 5 per 

cent. above stated. 

This bonus is paid to every employee who has completed one 

year’s service at time when the accounts are made up and dividend 

declared. 

Employees over twenty-one who have five years or more continu- 

ous service with the firm and own shares equal to half a year’s wages 

have double bonus. 
The bonus is not given in cash, but in bonus shares: of the 

company. (Now given in Exchequer Bonds or War Loan, except as 

to 5 per cent. which is payable in shares.) 

The shares so alloted entitle the holder to cash dividend in the 

following year. 
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No voting rights are attached to the bonus shares. 

The bonus shares can only be held by employees. An employee 

must have an holding equal to one year’s salary before he can sell ; 

he may then dispose of any surplus above that. 

Persons leaving the company’s employ must sell within six 

months of so doing, but to prevent employees leaving simply to get 

hold of money, the company does not undertake to transfer until three 

months after employees have left. 

The following example shows the benefits accruing to employees 

under the scheme :— 

Company pays dividend of 5 per cent., employees get nothing. 

Company pays dividend of 6 per cent., employees get 1 per cent. 

Company pays dividend of 7 per cent., employees get 2 per cent. 

Thus, if the company pays a dividend of 10 per cent., an employee 

of one year’s service will receive 5 per cent. on his wages, paid in 

bonus shares, and an employee of five years or longer will receive 10 

per cent. cn his wages paid in bonus shares. 

Lever Bros., Ltd. 

Under this scheme co-partnership certificates are issued to 

employees of 22 and over who have been with the company continu- 

ously for four years or more each of whom undertakes that he will 

not waste time, labor, materials, or money in the discharge of his 

duties, but will loyally and faithfully further the interests of Lever 

Brothers Limited, its associated companies and his co-partners, to the 

best of his skill and ability. 

The allocation of co-partnership certificates is made by trustees 

who are directors, and they are assisted by an advisory committee 

of twelve, representing the various grades of workers by whom they 

are elected. 

The co-partnership certificates entitle the holder to interest at a 

rate 5 per cent. below the rate of dividend paid on the ordinary 

shares. Thus, if ordinary shares take 10 per cent. the co-partnership 

certificates take 5 per cent. on their face value. If the ordinary 

shares take 20 per cent., the co-partnership certificates take 15 per 

cent. On the other hand, if the ordinary shares only receive a divid- 

end of 5 per cent., the co-partnership certificates receive nothing. 

Interest on the co-partnership certificates is paid in A preferred 

ordinary shares of the company. If they are retained by the holder 

continuously, they are entitled to the same rate of dividend as the 

ordinary shares. 

The co-partnership certificates are allocated to employees accord 

ing to the grade of the worker and the rate of salary. The 

distribution is entirely in the hands of the trustees, subject to an 
appeal to the majority shareholder, who is Lord Leverhulme. The 

allocation is generally on the basis of 10 per cent. of the SMOUnE: of 

wage or salary earned during the year. a 
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The co-partnership certificates are not in themselves of value, as 

a share certificate would be, but are really a means of measuring the 

interest an employee should receive. 

If an employee is discharged or discharges himself, the co-part- 

nership certificates are valueless, but in the case of retirement are 

exchanged for 5 per cent. preference certificates, equal in amount to 

ten times the average interest received on his co-partnership 

certificate received during the past three years. — 

John Knight, Ltd. 

After paying 5 per cent. on ordinary shares, employees receive— 

Half week’s wages for every % percent. paid as dividend on the 

ordinary shares over and above the 5 per cent. mentioned. 
The dividend on ordinary shares last declared was 12% per cent. 

Employees, therefore, get 744 weeks’ extra wage, half of which 

is paid in cash and the other half is placed to their credit and receives 

interest at the same rate per cent. as is paid as dividend on ordinary 

shares. 

Selfridge & Co., Ltd. 

The articles of this company provide that preferred ordinary 

shares may be issued to employees on payment of par value thereof, 

and shall be entitled to special rates of dividend. 

The profits of the company are to be applied as follows :— 

(1) 6 per cent. cumulative dividend on preference shares (free 

of income-tax up to 6s. in £). 

(2) 6 per cent. cumulative dividend on preferred ordinary 

shares. 

(3) 4 per cent. on ordinary shares (non-cumulative). 

(4) 1 per cent. further dividend on preferred ordinary shares 

for every 1 per cent. paid on ordinary shares up to 6 per 

cent., making total 12 per cent. _ 
The preferred ordinary shares, while held by employees, confer 

no right of voting or attending at meetings except where the dividend 

therein is in arrear for three months. 

The company’s articles contain the usual special provisions 

dealing with transfer and transmission of shares held by employees. 

The holders of three-fourths of the ordinary shares of the com- 

may, by resolution or notice in writing, require the directors to call 

for the transfer of all or any preferred ordinary shares held by 

employees, on payment of £2 for each £1 of capital held, together 

with all dividends declared but not paid, and interest on the par value 

of the shares at the rate of 6 per cent. from date of last declaration 

of dividend to date of transfer. . 

James Powell & Sons (Whitefriars), Ltd. 

Of the net profits available for distribution, the cumulative 

participating preference shares take 7 per cent., and a dividend on 

the ordinary shares up to 10 per cent. is paid. 
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Of the residue, 10 per cent. is applied to reserve ; and of the 

balance :— 

One-third is distributed amongst shareholders. 

One-third is distributed amongst management. 

One-third is distributed amongst workers. 

The two last mentioned proportions are distributed rateably 

according to wages or salary. 

By management is meant the persons who during the year have 

been responsible for the management of the business, as director, 

managing director, manager, or assistant manager. A limit is placed 

on the amount directors may receive from this distribution. 

Clark, Nicholls & Coombs, Ltd. 

After providing for depreciation and other reserves, for the pay- 

ment of dividend on the preference shares, and for a dividend of 6 

per cent. on the ordinary shares, the balance remaining is to be 

divided into two parts, of which one part is to be distributed among 

the holders of ordinary shares in proportion to their holdings, and 

the other half is to be distributed among the company’s employees 

who have been in the service of the company for twelve months 

ending December 31, and are still in the company’s service at the 

time of the balancing of accounts, according to the wage or salary of 

_ each individual. 

The company, employing large numbers of young people and 

girls and its staff being a changing one, large numbers leaving in 

every year from one cause or another, a goodly balance of the work- 

ers’ share of the residue of profit to be divided among them is 

unappropriated. This is, therefore, set aside and forms a “Workers’ 

Benefit Fund,” and this is applied in connection with a Provident 

Fund, a Dowry Fund (from which a dowry is paid to young women 

employees of five years’ service who marry), and in connection with 

a Superannuation Fund. 

Bryant & May, Ltd. 

The plan of this scheme is that, after proper provision has been 

made for a just interest on capital and a proper wage remuneration 

to employees, and after provision has been made for depreciation and 

reserves, any remaining balance of profit which the directors reco- 

mmend for distribution shall be divided equally between ordinary 

shareholders and employees. 

The employees are given an opportunity of investing their 

proportion in special partnership shares, which carry special dividend 

right, and any employee holding fifty or more partnership shares is 

entitled to attend and vote at general meetings of the company. 

A. S. Wakelin, Ltd. 

Farmers, Threshing, Contractors and Forage Dealers.. 

The capital of this company is divided into :— 

6 per cent. employee-preference shares (non-cumulative). 

4 
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Employee-partnership shares, ordinary shares (to rank 

equally for dividend and in a winding-up). 

Employee-Preference Shares.—Employees may apply for and on 

payment therefor have alloted to them these shares to the number of 

25, but no more. 

Employee-Partnership Shares.—20 per cent. (or less, according 

to directors’ determination) of the net profits is to be applied to an 
“Employee-Partnership Share Fund,’ and the directors may apply 

this fund in paying up employee-partnership shares alloted to 

employees. 

Employees to hold employee-partnership shares only while in the 

employ of the company. On retirement, resignation, or death they 

must be transferred at the fair value to nominee of directors. The 

certificates contain the usual clause empowering the directors to en- 

force a compulsory transfer if the employee fails to transfer. 

Fair Value. 

If the employee is dismissed for disobedience, insobriety, or other 

misbehavior, this fair value is nil. But if employee die whilst in the 

company’s service the fair value is the par value of the share. In 

any other case the fair value is calculated as follows :— 

After one years’s service 10 per cent. of par value ; 

After two year’s service 20 per cent. of par value ; 

After three years’ service 30 per cent. of par value; and so on 

up to ten years. When par value reached appreciation stops. 

Neither employee-preference nor employee-partnership shares to 

carry any right to vote or attend general meetings, or to production 

of the books or accounts of the company. 

Co-operative Farming, Ltd. 

After provision has been made for reserve a dividend not exceed- 

ing 5 per cent. (free of income-tax) to be paid on ordinary shares. 

The balance is tobe divided into two portions, onehalf tobe set 

aside for the benefit of employees and the other half to be placed to 

an “Ordinary Shareholders’ Reserve Fund’’ The employees’ half is 

be vested in trustees, not exceeding four in number, appointed by the 

company—an equal number of directors and employees—and is to be 

applied by the trustees to the purchase of employee shares of the 

company, such shares tobe distributed among employees as addition- 

al remuneration. 

The employees’ shares rank for dividend as ordinary shares 

whilst held by employee, but carry no right to dividend whilst not so 

held. When an employee is dismissed, or retires or dies, his employee 

shares must be transferred (at par) to a nominee of the directors. 

Conclusion. 

All the schemes I have set before you possess excellent features, 

although some have more or less serious drawbacks. No particular 

scheme can be singled out as an ideal one for businesses of all 
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descriptions, for a scheme that may be admirable for one trade may 

be unsuitable for another, and even in different establishments 

engaged in operations of a similar character different schemes may 

be desirable. It is foreach of you, in conjunction with your directors, 

to formulate some scheme that you think suitable for your particular 

circumstances. You pay your money and take your choice—for 

certainly you (or your company) must be prepared to make a 

sacrifice at the commencement. in fact, I would go so far as to say 

that unless in administering a scheme the principals are animated by 
a genuine desire to benefit the employees, itis likely, whatever shape 

it may take, tobe productive of harm rather than good. It is the spirit 

underlying a scheme, rather than the particular lines on which it is 

planned, that counts. Much of the prevailing unrest can be traced to 

the conviction in the minds of the workers that in these days it is 

not uncommon for large fortunes to be made by Employers without 

any special effort on their part. This gives rise to a quite intelligible 

feeling of resentment on the part of the workers that they are 

allowed no share in the “plunder.” If it were shown that such 

employers are not animated by ungoverned greed, but are agreeable 

to allow their employees a reasonable share in the prosperity of the 

business, a calmer atmosphere in the industrial world would result. 

As you will have gathered from a remark I let fall early in my 

address, I am not over-sanguine on the subject of profit-sharing 

unless some sound national scheme is adopted. Such a scheme could 

not fail to be of advantage to the community and also to the trade 

of the country. Employees would be more contented in establishments 

where the national scheme had been adopted, and although at the 

outset some slight sacrifice might be demanded of employers general- 

ly, they would probably find that the keener interest and greater initi- 
ative displayed in their work by their staffs (which might be looked 

forward to with confidence) would be reflected in the Balance Sheets, 

and that in the long run the increased profits would more than com- 

pensate for the amounts payable to the employees under the scheme. 

But a national scheme must be the result of careful study, as an 

ill-conceived one would be productive of much mischief, and I submit 

it must be on a voluntary basis. Many problems would have to be 

solved one of the most difficult being to find a method of determining 

what should be the maximum remuneration that an active director or 

employer should receive in return for his services and what should 

be the minimum wages of the employees in their respective grades 

and capacities. It is obvious that rates of payment must be regulated 

to some extent, or grasping employers would assess the value of 

their own services at an immoderately high figure and the services 
of their employees on too modest a scale, and the unfortunate em- 

ployee would have no remedy. But before State regulation of wages 

is determined on it might be profitable for a Commission to be 

appointed to enquire into the effect of similar proceedings in the 
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past. Theinvestigation would be of a deeply interesting character, and 

would take the Commission back to 2100 B.c. In or about that year, 

as some of you may be aware, the code of Hammurabi was promul- 

gated, andby it minimum wages were fixed for practically everybody, 

and tariffs were prescribed for the hiring of shepherds, harvesters, 

artisans, and other classes of labor and of milch cows, oxen, and — 

_ asses. Already we are promised a minimum wage Bill, andifthe rate 

of our progress (or otherwise) during the last few years is main- 

tained much longer it is quite conceivable that our legislators in 

their wisdom may renew the Hammurabi experiment. Already in 

controllling food prices they have followed the example of the 

Emperor Diocletian, whose famous Edict of A.D. 303 fixed the prices 

of practically all provisions in common use—hams, sausages, fish, 

beans, and honey being specifically named. 

The lack of confidence between employers and employees so 

general today is often. attributed largely to the limited liability 

system. Whether the reproach is justified or not we need not stop to 

inquire, but it is certainly true that if a national scheme, of an 

elastic character, were in operation, directors of limited companies 

would be afforded a magnificent opportunity of wiping out the 

reproach. The benevolent employer of a few generations ago who to 

his credit interested himself in the welfare of his employees, making 

kind inquiry after their respective families and possibly offering a 

small present on the arrival of new visitors in their homes, would be 

transformed into the large-hearted director. It is true that owing to 

the growth of our commerce the managing director of a company (or 

head of a firm) is not able to maintain the same personal relation- 

ship with his employees as his predecessors of fifty or more years 

ago, but a national scheme of profit-sharing would enable him to 

give tangible expression to his goodwill, which his employees would 

undoubtedly appreciate. The old type of employer of the better sort 

was apt to be somewhat of a benevolent despot not altogether free 

from the vices of partiality and caprice. But in his stead is arising 

a new and better type—a class of men who, without divesting them- 

selves of their proper authority, see that their goodwill towards their 

employees takes practical shape, uninfluenced by bias or consider- 

ations of a personal character. And what of the bad employer ? you 

may be disposed to inquire. Well he has always existed, and his end 

is not yet. But he is comparatively harmless and is in reality 

standing in his own light. So we may leave him to the natural 

result of his attempts to compete with the well-ordered efforts of 

Capital and Labor working together with mutual goodwill and 4 

bond of common interest under the new conditions. 

(From the Accountants Journal.) 
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THE BEST SYSTEM OF INTERNAL CHECK. 

By VIcTor J. LING. 

This Essay was Awarded a Prize in the 

November Competition. 

points. In the first place, check systems are in operation to 

protect an undertaking from the fraudulent intentions of its 

subordinates, and supervised by a responsible officer or officers ap- 

pointed by the firm. It may, however, be carried out by a separate 

department under the supervision of an accountant, specially ap- 

pointed, and in this. instance the amount of internal checking ac- 

complished, and for which the department makes itself responsible, 

will affect, to a large extent, the detail work to be performed by 
any professional auditor appointed to safeguard the external in- 

terests of the concern. Where the internal check is in the hands of 

a separate department it is obvious that the checks employed will 

affect all officials, and will be linked up with the official audit 

taking place quarterly or half-yearly. From an accountancy point 

of view such a system is nearing the ideal. 

The scope, however, of a system of internal check is often limit- 

ed, and largely depends upon the size of the staff employed. It is 

much easier to prepare a system where there is a fairly big staff or 

separate department as it is then comparatively easy to distribute 

responsibility. On the other hand, reasonable caution in setting out 

duties in a small office will make it difficult for members of the 

staff to convert the property of the firm to their own use. It is 
proposed to steer a middle course in this essay, and define a system 

which will be adaptable to most offices, and to divide the transac- 

tions into two main divisions, “Incomings and Outgoings” 

corresponding to the divisions met with in all accountancy 

transactions, viz., Debits and Credits, and to make the system 

prescribed, as far as possible, automatic, and not requiring the em- 

ployment of a staff of audit clerks. 

In order to maintain a constant check on the numerous trans- 

actions recorded in,a business, it is absolutely necessary that a good 

system of records is installed, and in attempting such a task, the 

accounting system in operation must be carefully studied, and 

where difficulties are experienced, adaptation will be necessary. 

It is a good plan to obtain a list of all the books in use, and to 

construct a diagram showing how the transactions find their way into 

the various books. Not only is this useful for checking purposes, 

but it enables a secretary or accountant to explain the bookkeeping 

system at a moment’s notice. Next, the duty of each clerk must be 

A system of internal check can be viewed from two main stand- 
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carefully defined, and where duties are of a routine nature, they 

should be recorded by means of a tick placed against the respective 

operations in the duties register. A glance at this book will ascer- 

tain the state of the work, and also ensure an equal distribution. 

Books of account to be of value must be on a daily basis. Arrears 

of work often provide loopholes for the insertion of fictitious en- 

tries, 

Incoming Cash. Cash Books and Receipt Books. 

The record of incoming cash will be considered first. All re- 

mittances should be sent to the chief office of the firm, and not paid 

to representatives. Letters are usually opened by a responsible 

official, who should have all cheques received through the post re- 

corded. An elaborate record is not necessary, name and amount need 

only be entered. The cheques will be handed to the cashier, who 

will sign or initial for them. All letters, including those handed in 
should be addressed to the firm, and subordinates not be allowed to 

open them. The next point to be dealt with is the form of receipt. 

Receipt books should be on the carbon counterfoil system, and the 

duplicate in the handwriting of the person issuing the receipt retain- 

ed. The reason for this is that the facsimile copy of the receipt is 

given out, and it is difficult to manipulate the figures, whereas 

where the counterfoil is separate, it is quite easy to make a different 

entry from the amount on the receipt. Double sided carbon should be 

used, as the impression on the back of the duplicate will prove a 

pitfall for a thoughtless cheat. In some instances it will be possible 

to construct the receipt book so that a separate “Receipts Cash Book” 

will not be necessary, the postings to the Ledger being made from 

the Receipt Book direct. This is a great advantage, as duplication of 

work often hides mistakes, or gives an excuse for them, and in this 

way assists a person with fraudulent intent. All cash received 
should be banked daily, and the amount agreed with the Receipt 

Book. This comparison ensures that all amounts received are paid 

into the firm’s banking account, and with very slight supervision 

mistakes and fraud may be prevented. If it is found impossible to 

have all cash remitted direct, each person responsible for its collec- 

tion must be provided with a counterfoil Receipt Book on the lines 

of the one previously described (except that it could not be in the 

Cash Book form and would be of pocket size). Weekly returns 

would be necessary, specifying amounts collected, and those should 

be compared with the counterfoils of the Receipt Books at frequent 

intervals. Where firms remitting cash provide a special form of re- 

ceipt, or send cheques with receipt form attached, the receipt should 

be made out by the cashier as usual, and either left in the book or 

placed on a special file provided for the purpose. The firm’s state- 

ment forms should contain a note “No receipt valid-unless on com- 

pany’s own form.” 
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Sales Ledgers. 

The person receiving cash should not be allowed to post it to the 

debtor’s accounts. If this rule is strictly adhered to, it will be easy 
for any discrepancy between the amount received and the amount 

owing to be brought to the notice of a responsible official and the 

reason investigated. 

Statements should be sent! out for all accounts in the Ledger at | 

frequent intervals. It will be found convenient to record them in a 

book ruled on the columnar system (for monthly accounts), twelve 

columns will be a convenient number, and when balances are ex- 

tracted (say quarterly), these amounts can be compared with the 

Ledger Balances Book, thus ensuring that the Ledger balances out- 

standing agree with the accounts rendered. When longer credit than 
one month is given, it will simplify matters if the accounts are 

grouped into “Monthly,” “Quarterly,” “Half-yearly,” &c., instead 

of making them up for different periods. Where this is done, 

statements are prepared for the whole of the accounts in the Ledger 

twice or four times each year. In order to classify the accounts, 

loose-leaf accounting is a great boon, but where loose-leaf ledgers 

are installed, care must be taken to insist on the following rules, 

viz,.: 

(1) Ledger sheets should be numbered by the makers con- 
secutively (this is generally done in some inconspicuous place). 

(2) The ordering of the sheets should be entrusted to a 

responsible official, who should control their issue and record them 

on a sheet register provided for the purpose. 

(8) Where the Ledger has a lock, the key should be in the 

- hands of someone in authority. 

Credits. 

Credits for returned goods should always be initialled by some 

person in authority before they are passed through the Ledger. 

The Credit Book can assist anyone with fraudulent intentions to 

manipulate the accounts, and a very strict watch should be kept on 

ali allowances. These are not many, generally speaking, and can be 

supervised very easily. 

All Bad Debts written off should be scheduled, and certified be- 

fore the accounts actually disappear. 

Where it is customary to have a packages column in the Cash 

Book, care should be exercised in order to avoid anything except re- 

turned packages passing through it. It is a good practice ta have a 
special] credit book for returned packages, and to enter the Cash 

Book folio against each entry as it is allowed. If credit notes are 

not issued for returned cases, an occasional test of all the allowances 

On any One day will prove effective in the supervision of such 

allowances. 
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Day Books, Ete. 

A strict watch is necessary in respect of the record of goods 

leaving the factory, otherwise it will be possible for leakages to 

occur, and unscrupulous persons may despatch goods to people who 

will never be called upon to pay for them. Here again it is necessary 

to have a good system of recording all orders received. If the rule 

that all correspondence is opened by a responsible official is main- 

tained it will be certain that all orders received will be under his 

persona] supervision: The essence of a good check in respect of the 

orders received is that the Day Books shall be linked up with the 
Order Sheets, and a comparison with the stockkeeper’s records should 

also be possible. Where goods are ordered by post, the letter or 

postcard will form the basis of the entry on the Order Sheet, and it 

will be found convenient to enter alli orders received in this way on 

loose Order Sheets, which can be filed in alphabetical order. It is 

recommended that the Order Sheet reference be entered on the 

communication received, and that a current file be kept for all or- 

ders received. At the end of each month (or oftener if required), 

the completed Order Sheets can be transferred to a permanent bind- 
ing case, and filed alphabetically ; all incompleted orders remain 

in the current file. Travellers will be supplied with loose sheets, on 

which they will write up orders received, and as they come into the 
counting-house they will take their place in the current file. When 

goods are despatched, the Day Book folio will be entered on the 

Order Sheet against the goods supplied, and the Order Sheet refer- 

ence will appear in the Day Book. If all transactions are treated in 

this manner the supervision of the despatch of goods will cause little 

difficulty. It will be noticed also that the system provides that old 

orders cannot easily be overlooked. A record of all packages des- 

patched should be kept by the despatch clerk ; the records will then 

be complete, and if necessary a check system can be installed, em- 

bracing all the operations, or an occasional test can be made by a 

principal. All invoices sent to customs will require to be recorded, 

and it will be quite easy to have them. entered in a book on the 

columnar system corresponding with the Ledger divisions, which are 

usually geographical, the totals of this book can then'be agreed with 

the total debit postings, thus proving that all goods despatched have 

been charged. If the total of this book is extracted daily, and sub- 

mitted to the sales manager, it provides him with material from 

which he can ascertain the work accomplished in his department, 

and can thereby detect any slackness in the despatching of goods. It 

is very important that where Ledger postings are not completed daily 

from the Day Books, but.are posted from Sales Journals prepared 

from the Day Books, that the weekly or monthly totals should both 

agree and a periodical check should be instituted in this respect. 
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Goods Purchased and Received. 

For the adequate checking of goods inwards, a sound system of 

ordering is essential, and the authority to sign orders should be in 

the hands of the principal or departmental manager. No goods ought 

to be received unless officially ordered, and where cases are traced 
of goods being supplied without orders, the offending tradesmen 

should be notified that the procedure is irregular. The purpose for 

which the goods are required will be entered on the counterfoil of 

the Order Book, which will answer its purpose best if it is designed 

on the carbon system. The purpose for which the goods are re- 

quired need not appear on the duplicate forwarded to the supplier. 

Upon the receipt of goods, a record will be made in the Receiving 

Book by the receiving clerk, and the order consulted to verify that 

they are supplied correctly. In some instances it will be found 

adequate to enter the particulars of orders given in a book specially 

ruled for the purpose, and to post the deliveries’ against these items, 

but where numerous transactions are involved, the Order Book is 

better on the triplicate system, and a copy of each order given 

supplied to the receiving department. These copies will be filed in’ 

numerical order. Where prices are entered on the counterfoil of the 

order, which is sent to the supplier, and it is considered unwise that 

a receiving clerk should have this knowledge, it is a simple matter to 

tear out the second counterfoil before prices are added, or to have 

it perforated in such a way that the priced portion can be torn off. 

As invoices are received, the Receiving Book should be consulted to 
verify the quantities, a consecutive number given to each invoice, 

the quantities and particulars received marked on the counterfoil of 
the Order Book, checked as to price and calculations, the amount 

chargeable added, and then placed on an invoice file. Where goods 

or materials are not chargeable to any particular job, they will be 

treated as stores, and provided a good system of storekeeping is in 

operation, correct records as to their disposal will be readily forth- 

coming. There should be, as far as possible, a central department 

for the receipt of all goods, whether bought in a finished state or 

not, and distribution controlled from this department. All invoices 

will require to be certified by a responsibla official, each month, be- 

fore payment is nade. Tradesmen’s statements should be handed to 

the cashier, who should verify them with the Creditor’s Ledger, and 

certify them before a cheque is drawn. Where there is only one 
Ledger Clerk, and statements are prepared by him, it should not be a 

difficult matter for the principal to compare them with the Ledger 

before signing the cheques. Even if this is not done, it is quite a 

simple matter to compare the statements with the balances taken 

out at set periods. 

All 2mpty cases, packages, &c., paid for, or struck off invoices, 

will require to be entered in a book provided for the purpose, and 
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the book marked, with the date of their return. The reason for this 

precaution will be seen, as if they are struck off the account, and not 

returned, the firms concerns will be claiming payment for them. They 

are easily converted to the use of unauthorized persons, and losses 
may easily occur in this way. Where packages are paid for, it 

should be mentioned in the Record Book, and credit notes obtained 

as speedily as possible: 

General Payments, Etc. 

A register of all rents payable, and payments of a periodical 

nature, e. g., interest, insurance, acknowledgments, &c., will be 

required, and when cheques are drawn in respect of these payments, 

the book will form the authority for the payment. Any alterations 

or new arrangements should be recorded and initialled by the 

principal or departmental chief. 

A register of the salaried staff will be required, and where 

salaries are paid nonthly or quaterly, appropriate columns provided 

to record the payments. In some instances a cheque will be drawn 

to cover the whole amount, whilst in others separate cheques will be 

required, Any alterations in amounts will require the authority of 

the chief official, or a minute of the directors. 

Accounts for expenses for travellers are best dealt with on the 

Impress System, an amount advanced to each representative to cover 

a month’s expenses, and details submitted weekly. A cheque can 

then be drawn each month for the amount spent. Comparisons can 

be made, and an explanation asked for where amounts are excessive. 

The Petty Cash Account can also be dealt with on the Imprest 

System, the Petty Cash Book being submitted each month to the 

cashier when a cheque is required. Vouchers should be obtained for 

all payments made. All persons in charge of cash ought to provide 

an adequate guarantee, which can easily be negotiated through an 

insurance office. 

Wages. 

This important part of internal check has been left until last, 

but it is really the most important. All wages should be checked by 

a clerk who has nothing whatever to do with the making up or pay- 

ing, and the following is a set of rules applicable to this branch of 
internal check. 

(1) A reliable system of timekeeping is absolutely necessary, 

and in the absence of an automatic time recorder any mis- 

take in the time records discovered accidentally should be 

thoroughly investigated. In the case where a foreman as- 

certains the tine from the workman independently, the 

foreman’s record ‘should be carefully compared with the 

Time Book. 
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(2) If the person checking is aware, through any cause what- 
ever, that a workman is absent, he should make a point of 

ascertaining that no time has been recorded for this per- 

son. It may be suggested that such information rarely 

reaches the ears of clerks in the office, but an intelligent 

interest often presents such opportunities, and many frauds 

have been discovered in this way. 

(8) The Time Book should be carefully checked and compared 
With the pay sheet. Very great care is necessary in this 

operation, as this book forms the basis of payment for all 

time workers, and often the bonuses paid to pieceworkers 
are calculated on time. Failure to discover loss of time 

on the part of a workman often involves the firm in loss. 

(4) The next process is to ascertain the accuracy of the Wages 

Book, The Wages Register will form the basis for this 

operation. Each workman’s full particulars should be re- 

corded on a sheet or card, and any alteration in rate will 

require special authority. A record of piecework prices 

should be constructed in order that any, payments for work 
can -be verified. Where a special price is arranged, this 

should find a place in the book, and be duly authorized. 

(5) The previous rules are the first steps to ensure accuracy as 

well as to prevent fraud, and now it may be permitted to 

show how fraud is sometimes committed in dealing with 

wages at a later stage. 

(a) By drawing an inflated amount more than necessary 

for current needs. 

(b) By including men and women who are not actually 

employed in the factory. 

(c) Including wages for workmen absent on account of 

various causes. 

(a) The first example should rarely occur, and only in very ex- 

ceptional circuznstances should an amount other than the 

actual amount required be permitted to be drawn. If such 

circumstances do arise, a strict account should be kept, and 

actual figures presented as soon as they are ready, any 

amount over to be rebanked. 

(b) The person responsible for the preparation of the figures 

should not pay over the money. Where the staff is too 

small to permit such an arrangement, the principle should 

be present to see the men paid. All amounts not claimed 

should be recorded, and signatures obtained when applica- 

tion is made for payment. 

It should be distinctly understood by the staff that a good 
system of checking wages places no reflection on anyone, and 

. | 
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should be welcomed because it must lead to a feeling of absolute 

independence and satisfaction that the responsibility is properly 

distributed. 

Conclusion, 

In conclusion the writer would add that all Ledgers used in a 

business should be on the self-balancing system, and that the cash 

balance should be verified with the Bank Pass Book at frequent in- 

tervals. Where a private Cash Book is kept, the reconciliation 

statement can be set out at the close of each month, and in this 
manner the person authorized to sign and indorse cheques is kept in 

close touch with receipts and payments. 

(From the Accountant’s Journal). 

SINKING FUND IDEA IS GROWING IN FAVOR. 

Several Canadian Provinces Have Already Made a Beginning With 

Debt Redemption. 

a topic of interest and discussion. Of late attention has 

centred more particularly on one aspect of that subject, name- 

ly, the advisability of building up somewhat more substantial sink- 

ing funds than has been customary in the past for the redemption of 

the funded debts of the various provinces. The matter is one which 

Owes its importance to the very heavy increase which the war period 

has brought about in provincial borrowings, and to the lively con- 

cern which investors both in Canada and the United States exhibit 

toward the question of the security of large bond holdings which they 

have already absorbed, and will doubtless continue to absorb, pro- 
vided the provinces pursue a sound financial policy. 

Sound policy, according to a view not infrequently heard 

among large investors, calls for larger sinking fund appropriations 

than most of the provinces regularly make. While to others the re- 

quirements of the situation would appear to be met by the mere 

recognition on the part of all the provinces that it is now time to 

make a beginning with something of a_ definite and statutory 

character in the way of a general sinking fund, even though that be- 

ginning be only a modest one, calling for the setting aside each- 

year of, say, one-half of one per cent. of all indebtedness that has 

not already been properly provided for. 

Should Be Universal. 

The bearings of the problem are better understood by a survey 

of the volume of provincial debt before the war and at the present 

time, together with the sinking funds which existed then and now. 

For it is not to be asumed that sinking funds were not known to the 

Coe provincial finance has always been in a general way 
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provinces before the war. Proportionately they were as large at the 
end of 1914 as at the end of 1920. The point under consideration 

is rather that of whether the adoption of the sinking fund principle 

should not be made a binding rule, thus ensuring adequate provision 

for future debts to be incurred, as well as for the large ones at 

present outstanding. ‘ 

Growth in Debt. 

As at the end of 1914 and the end of last year, therefore, the 

situation by provinces stood : 
1914. Funded Sinking 

‘ : debt fund 
gn oe ey Le, Cee ee ee waa he deed $818,000 $144,233 

Note. Meatig: «lc alecieths {VOiNee SRA 12,452,846 379,783 
ew Brunbw ik sdiek A os cea hg Sn caw ot 5,864,846 465,263 

NE ante Fab os Fe es ove Baste ba aeons te 34,558 218 1,348,875 

ar a Se. fa baGh was wigs ee eG oa ee Af 43,997,997 475,052 

ON ii cntiis + 18a MGiad tind gis ena erates 18,027,593 211,129 

DUD MREMON ARE Ss Zk ya Sob ss ee waie's od eis < Aounie we 19,092,033 439,036 

PRP iso piseiochis'S 4:c oe dig wentatnn asco oe whe cae 22,810,733 77,319 

Pee UROIUTAD IB oe a5 biarsicce oo she! bp:5 5.8 Roel ee 20,748,146 2,563,467 

CORRA ic6 Soe Giri oaks SaEA ae ts Sie 8 conse al $178,370,412 $6,104,157 

1920. Funded Sinking 
debt fund 

REUNCO FAL, SAIN Paw <5, wtp icawius sr echp wages $733,000 $173,281 

TU PIOWGIEN a Screw a iercic thes a SS pics MED ash 19,364,893 797,153 

POON eeTUMA WOES 523 co ~ ccks sp os Oe) ne eee sceins 20,664,402 1,078,173 

RROQGOD tae RNs nk cdc m kh copies shiv e hep 42,106,613 1,990,326 

RINGER I ose ons 1c 9 ws es en a Pee kee bow wes 138,936,900 1,233,639 

BEUNORE Shares piiebe ras cee hae ed 53,779,870 1,238,750 

SMC WOT 52.5 Es. wks ww hides S894 ea 44,129,102 1,356,500 

SRN Soc i Bag sind cx hare Wes ae.a sue oto ha ss 44,044,800 1,213,159 

BETAINE COMMDES oc os vss vob viedshoesva ced 43,511,936 6,039,086 

PNRCMRIG 7 a! a 5 sls co RW Es aw kn ety Size sie wate $402,271,516 $15,138,067 

Progress Already Made. 

The eastern provinces have been, comparatively speaking, light 

borrowers, and with them the sinking fund question is not so urgent 

as in Ontario and the West. It is interesting to note that Ontario 

has been somewhat behind both British Columbia and Saskatchewan 

in taking up the matter. -A beginning was, however, made in On- 

tario by an order-in-council of December, 1920, which set aside a 
fund at the rate of one quarter of one per cent. per annum of the 

total indebtedness for the redemption of which no provision had been 

previously made. In British Columbia, all loans with the exception 
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of short-term temporary borrowings, are covered by sinking funds 

which have been set aside from time to time, the total of which is 

now over $6,000,000. Even the province of Alberta, which has only 

been in existence for 15 years, has since 1914 made a practice of 

setting aside annually one half of one per cent. of the total funded 

debt of the province. Saskatchewan has been more backward, but the 
matter of a general sinking fund to retire such loans as may be 

deemed expedient is now under consideration there. In Manitoba a 

sinking fund has been set up against the consolidated stock of the 
province held in London, and the provincial treasurer, it is under- 
steod, hopes within the next year or two to establish a regular fund 

of one half of one per cent .to cover entire net debt. Manitoba is ia 
the furtunate position of holding 23 per cent. of its gross net debt 

in its Own treasury in cash or investments, which implies a strong 

liquid position, A Stable Structure. 

It is thus evident that several of the provinces have given the 

sinking fund idea some attention already. What remains to be ac- 

complished, for the sake of provincial credit at large, is the exten- 

sion and universal adoption of the idea, and the placing of it on a 

permanent, statutory footing. That would suffice to reassure the 

investors to which the provinces look for their money, and to give an 

appearance of stability to the whole structure of provincial finance 

from coast to coast. 

NEW YEARS RESOLUTIONS FOR BUSY MEN 

I solemnly promise that on each and every day I will spend at 

least one hour in the open air, in walking or in some other form of 

physical exercise. 

I further promise that I will take at least twenty minutes for 

my midday meal, if that is lunch, or thirty minutes if the meal is 

dinner. 
3 

I will give myself at least a half-hour for removing the day’s 

dirt and for rest before sitting down to my evening meal. 

I will sleep two hours before midnight, and at least six hours 

thereafter, in a room ventilated by an open window, both summer 

and winter. 

I will refrain from harmful excesses in the use of candy, tobacco, 

medicines, rich food and from any other practice that will lower my 

resistance and leave me liable to disease. 

I will do only such things that make for my health and my 

neighbor’s health. I will refrain from doing anything that may 

damage or do harm to my fellowman. 

I will set for myself high standards of living, and by clean lines 

of mind and body will make this year better than any previous year 

in my life. 
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MUNICIPAL EXPENDITURE CONTROL BY CITIZENS. 

By HoRAcE L. BRITTAIN. 

os 

DIRECTOR, CITIZENS’ RESEARCH INSTITUTE OF CANADA. 

(An Address before the Union of Canadian Municipalities’, 

Ottawa, July 27-29, 1921). 

O matter what object they may be levied upon, taxes are paid 

out of income, else they are confiscatory and therefore tend to 

diminish the spending or saving power of the individual. When 

the proceeds of taxes are productively expended, resulting in an in- 

crease of the efficiency of the individual, this tendency may be over- 

come. Insofar, however, as taxes are unnecessary, and expenditures 

unproductive, they constitute a handicap on industry and commerce, 

which depend on the consuming power of the public and an adequate 

source of capital for renewals and expansion. 

At a time when we are laboring under the burden of a huge war 

debt and when production and commerce are under the handicap of 

postwar conditions, it is more than ever essential that all govern 

ments, national, provincial and municipal, take the fullest advantage 

of all existing methods of financial control and devise others. Dur- 

ing the war, under the stress of necessity, all countries adopted 

waste controlling methods which are fast being forgotten, and secur- 
ed a measure of citizen co-operation which would do as much for the 

country, under peace conditions as it did under war conditions. 

The current expenditures of the Dominion went up from 25.14 

per capita in 1918 to $33.19 per capita in 1919, an increase of 32 per 

cent. The per capita expenditures of every province in Canada in- 

creased during the same period, for example, from 1.5 per cent. in 

New Brunswick and 7.7 per cent. in Alberta and Saskatchewan to 

21.6 per cent in Ontario and 32.7 per cent. in Prince Edward Island. 

Out of sixteen leading Canadian cities, Edmonton reduced its 

per capita 11 per cent., Toronto made a per capita reduction of 3.3 

per cent. ; the per capita expenditures of Halifax and Charlottetown 

remained practically stationary, while the others had increases 

varying from 2.5 per cent. in London to 35 per cent. in St. John. 

That the municipalities have been more successful in cutting 

down the per capita expenditures than either the provinces or the 

Dominion is natural, as the municipal governments come under the 

more direct observation of the taxpayers and are therefore more 

quickly responsive to public opinion. It is probable that we must 

pin our hopes of effective control of expenditures, in the initial 

stages, on the municipalities. If success is attained there, final 

success will be inevitable in the provincial and national fields. 
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Control Through the Budget. 

The chief instrument of financial control should be the annual 

budget. It should be looked upon as the plan of work and expendi- 

ture for the year, both from revenue and debenture funds. 

The Budget should be completed in tentative form by the close 

of the year preceding the year, which the Budget provides for. The 

time to control expenditure is before it occurs. Water which has 

passed down the stream cannot be recalled. When the Budget is not 

passed until four or six months of the year are passed the munici- 

pality has been carrying on, on the old scale for one-third or one- 

half of the Budget period. If the Budget has been decreased the 

decrease falls on the remaining two-thirds or one-half of the year to 

the probable disorganizations of some services. If enlargements of 

service have been decided upon, much valuable time has been lost and 

the necessary reorganization may be impossible in the time avail- 

able. Moreover, operation without waste as the sparks are to fly 

upwards, and eternal vigilance is the only way to counteract the 

tendency. 

It may be said that it is impossible to estimate the needs of 

the succeeding year, until well on in the year. If so, it would be 

well to wait until the year is over and then the actual amount spent 

would be known. As a matter of fact it is not impossible as it is 

actually being done in many cities. The tentative budget is mere- 

ly for the consideration of the incoming Council and can be amend- 

ed as more and better information becomes available. If private 

organizations can prepare advance estimates sufficiently accurate 

to be valuable for administrative purposes, public corporations can 

secure much better results, as governmental operations are more 

stable, standardized and predictable than the business of private 

corporations. There can be no effective financial control without an 

early, scientifically prepared Budget. 

When Should Budget Be Passed ? 

The tentative Budget should be presented to the incoming 

Council at its first meeting. The members should have received ad- 

vance copies immediately after election. If the tentative Budget 

has been properly prepared, a month should suffice for its adequate 

discussion, amendment and final passage. If this can be accomplish- 

ed by the middle of February, ten and a half months of the year 

remain in which to make effective the Budget plan of work and ex- 

penditure. 

What Information Should it Contain ? 

Before the taxpayers are asked for more money, they should be 

told what was done with the money they contributed the year be- 

fore. The Budget should therefore be preceded by an operating ac- 

count or accounts and consolidated and classified balance ‘sheets 

showing the condition of the current, debenture, sinking and trust 
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funds. It will be necessary, of course, to base these on estimates 
for the last month of the year, but these could be very close and 
would be sufficient for the purposes of the tentative Budget. When 
the amended Budget is passed, actual operating and balance sheets 
can be incorporated. 

Comparative Figures in Budget. 

Comparative figures are essential in the consideration of the 

Budget. Therefore, in columns parallel to the proposed expenditure, 

should appear the actual estimated expenditure for the preceding 

year and, if possible, the actual expenditure for two years back. 

Itemization of Appropriations. 

The proposed appropriations should be itemized in two ways: 

(1) According to administrative units and functional divisions 

under these units, and 
(2) According to objects of expenditure, i. e., salaries and 

wages, materials, supplies, upkeep and depreciation of structures 

and equipment,'debt charges, etc. 

Without such double classification it is impossible to ascertain 

either to what factor increases or decreases have been due, or in 

what direction cuts or increases should be made. While all details 
need not be included -in the printed Budget, information to the 

minutest detail should be readily available to Council. 

A Debenture Fund Budget. 

~ The practice is all too general of presenting in the Annual Bud- 

get proposed expenditures from current funds only. This is only one 

side of the sheet. The expenditures from borrowed funds ultimate- 

ly, through the debt charges, have to be defrayed out of current 

funds. Debt charges are frequently classified as uncontrollable. 

This is a misnomer. Debt charges are controllable, if expendi- 

tures from borrowed funds are controlled. They cannot be controll- 

ed unless proposed expenditures from borrowed funds appear in the 

Budget all together, instead of being presented throughout the year 

piecemeal and apart from the complete statement of proposed cur- 

rent expenditure. The word “uncontrollable” should be expunged 

from the municipal dictionary, not only in relation to debt charges, 

but with regard to expenditures by Boards of Education and Health 

and similar bodies. 

All expenditures, apart from disastors, is controllable to some 

degree, at some time, by some authority. The word promotes a 

fatalistic psychology on the part of taxpayers and is principally use- 

ful to politicians as an alibi when confronted with an abnormal tax 

rate. The so-called uncontrollable debt burden would undoubtedly be 

lighter at the present time if municipalities were to follow more 

generally the policy of paying all small capital expenditures out of 

current funds. The abolition of the practice, wherever it exists, of 
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securing the consent of the legislature to issue debentures without 

consent of the ratepayers would also have a wholesome effect on 

capital financing. 

The Chief Financial Officer. 

The Budget should, of course, be compiled from departmental 

estimates and other sources by the chief financial officer of the city. 

This compilation should be revised as far as possible in joint con- 

ferences of the departmental heads with the chief financial officer 

before incorporation in the tentative Budget, which should be prefaced 

by an introduction written by the chief financial officer, in which he 

should make explanations, recommendations and suggestions and 

outline the plan of financing for the year, both current and capital 

expenditures. He should also carefully annotate the estimates pre- 

pared, clearing up for members of Council and the citizens generally 

any doubtful points or requests for appropriation requiring special 

explanation. 

A Budget will not work itself. Neither can it be used effective- 

ly, if unaided, as an instrument of control by a group of men such as 

the Council of a committee of Council. A machine needs an opera- 

tor. The operator of the Budget Control ‘Machine should be a 

Commissioner of Finance who should have under his administrative 

control all Bureaux and Divisions having to do with the collection, 

receipt or disbursement of monies and the accounting for the same. 

As the executive officer is responsible to Council for carrying out 

its financial policies, he must have complete administrative control 
of all Bureaux and Divisions having to do with collection, raising, 

receipt and disbursements of funds and accounting for the same. 

He should be personally, or through his assistants, the collector of 

taxes, and other revenues, the paymaster, the cashier, the chief 

accounting officer and the compilor, commentator and enforcer of 

the Budget. Effective financial control is impossible otherwise. 

Control Through Audit. 

Every large municipality should have an interim audit before 

payment conducted by a city auditor, independent of the Finance 

Commissioner. ‘In general there should be periodical audits by a 

chartered accountant, independent of Council. In small municipalities 

there should be annual audits by an outside auditor, always a pro- 

fessional accountant. 

Simplification of Machinery. 

The prevailing system of standing committees is a great im- 

pediment to effective financial control by creating unnecessary de- 

lays, by dividing responsibility, by increasing the sense of depart- 

mental independence and by dividing the city’s business into 

“water-tight compartments.” An executive committee or Board of 

control appointed by Council itself iis the only necessary standing 

Committee. Strictly temporary special committees reporting 

directly to the Executive Committee or Board of Control could be ap- 
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pointed as required. The temptation to log-rolling would be dis- 

missed, the amount of irrelevant talk cut in half and the business of 

Council greatly expedited. The cutting down of Council to from 5 to 

7 members, and their election at large, wards being abolished, would 

‘also be a great aid to financial and general administrative control, 

and would minimize log-rolling and the necessary of premature con- 

struction of improvements both local and general. 

Continuity of Policy. 

One of the great sources of loss and waste is reversal of poli- 

cies which have been partially carried into effect. While the ap- 

pointment of a Finance Commissioner with powers as outlined, the 

election of aldermen at large and the limiting of Councils to from 5 

to 7 members, would tend to continuity of policy entirely satisfactory 

results cannot be obtained unless the personnel of Council remains 

more stable. It is not enough to trust to the electorate electing a 

sufficient number of experienced men each year. If a man doesn’t 

know he will be safe in his seat for the next year, his efficiency is 

greatly diminished during the current year. The term of office 
should be two or three years, a certain number being elected and 

retiring each year. It is true that this system would prevent getting 

rid of a poor man at the end of a year, but are all poor men got 

rid of at the end of the first year, and may not a mediocre man in his 

second year give better service than a better nan in his first with- 

out any guarantee of another term ? 

Control Through Publicity. 

- The financial control is in the hands of the citizens. But how can 

they control unless in possession of the salient facts? And how 

can they get these facts if the public reports do not contain them, 
or contain them in such a form as to be unintelligible to anyone ex- 

cept those who wrote them? To be effective, reports must be 

prompt, complete, concise, in simple language, illustrated by graphic 

representations, instead of being a dry-as-dust document, the aver- 

age public report could always be made interesting and in many 

cases absorbing. Every administrative head should either be an 

adept at writing reports or have someone on his staff if possible, to 

whom he could depute the work. A newspaper reporter could re- 

vise the average public report to advantage. Greater advantage 

than formerly is now being taken of the co-operation of the press to 

keep the people acquainted with their municipal affairs. Much more 

could be done in this way than is being done, but to be effective, ad- 

ministrative officers must nake practical study of this form of pre- 

sentation. 

All public reports should be placed in considerable numbers in 
the reading room of libraries and every public and high school teach- 
er should receive copies. Classes in civics should be supplied with 
copies, the contents of which might be used as illustrative material 
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in elass work. Like charity, citizenship begins at home, in know- 

ledge of and pride in the home town. The tentative budget parti- 

cularly should be given wide distribution, so that interested citizens 
could be studying it at the same time as it is receiving the considera- 

tion of Council. Public Budget hearings could be conducted at which 

ratepayers would do the talking and Councillors and much more to 

the point if based on consideration of the tentative Budget and not on 

hearsay or supposition. 

; Comparative Statistics. 

The value of the use of statistics for financial control depends 

entirely on the nature, accuracy and,comparability. Often within the 

same municipality, figures apparently comparable are not so, either 

on account of a change in the meaning of terms used, or in the 

methods of accounting. As between municipalities in different pro- 

vinces, and even in most cases, within the same province, the use of 

statistics for comparative purposes is extremely dangerous, unless 

the greatest care is used in assuring oneself of the fundamental 

identity of ‘method, in arriving at the figures. 

When our accounting and reporting methods are standardized for 

different grades of municipalities ,comparison will be greatly 

simplified. The Dominion Bureau of Statistics, through its publica- 

tion of municipal statistics, is exercising an important influence in 

bringing about standardization. The mere asking for information 

on standardized forms raises questions in the minds of municipal 

officers and Councils, and stimulates the tendency towards improved 

methods. Personally, I should like to see the inauguration of an 

annual meeting of the accounting and auditing officers of the pro- 

vinces and the municipalities at the same time and in the same 

place as this Convention. It is sometimes said that such officers 

have no lee-way, no initiative in matters of changing methods. Even 

if this be so, such meetings, through the influence of public opinion, 

would soon bring about a change. 

Problems of municipal financing accounting, and reporting, are 

fundamentally the same everywhere. There is no valid reason why a 

limited standardization should not be attempted, differentiating be- 

tween various grades of municipalities according to population or 

form of organization. Even when standardization of accounts and 

financial reports has reached its furthest practicable limit, an in- 

timate knowledge of local conditions and organization will be nec- 

essary before the use of comparative statistics becomes as valuable 
as it might be. Such information should be found in large measure 

in the departmental reports of the various municipalities. 

The effective control of public expenditures is the most im- 

portant administrative problem now before the citizens of this 

country. The prosperity of the country depends on an adequate 

solution of the.problem. In the last analysis the solution rests with 

the people who pay the bills. 
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THE NATIONAL ASSOCIATION OF CERTIFIED PUBLIC 

ACCOUNTANTS 

Many of our Chartered Accountants will have received recently 

a printed bulletin, intended to further the aims and objects of the 

above named organization. From casual perusal it may be gathered 

that the intention is to create a new sort of Certified Public Account- 

ant under Federal authority as distinguished from Certified Public 

Accountants who have become so under various State enactments, and 

therefore presumably entitled to the use of that appellation only 

within the boundary of the State respectively qualifying them. 

Something of the same sort was attempted in Canada about 

twenty years ago, and it may not be inappropriate now—in view of 

the invitation extended to Canadian Chartered Accountants to iden- 

tify themselves with this effort—to review our own experience, so 

that we may not thoughtlessly give encouragement to what may prove 

to be merely a factional movement which can result in no permanent 

advantage. 

Our own Dominion Association of Chartered Accountants was 

promoted in the first instance to accomplish that very thing in Can- 

ada. There were a number of provincial organizations of Chartered 

Accountants at that time, each of which, under local legislative au- 

thority, established standards of: competency and practice and 

conferred the right to use the designation “Chartered Accountant” 

within the province. That was and is to-day the situation respecting 

the C. P. A. Societies in the United States. Both there and here, 

there were good reasons why the professional organizations should 

be state or provincial only in their scope. There was, firstly, the 

constitutional reason—the power to regulate such matters lying 

within the local legislative jurisdiction, as pertaining to education 

and civil rights. Then there was, secondly, the geographical reason, 

equally compelling there and here. A National or Dominion body is 

of necessity unworkable, tending as it would to the centralization of - 
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authority in some few of the great centres of business activity, to 

the detriment of the smaller and remote areas, wherein those best 

qualified to consider local needs would have neither power nor re- 

sponsibility. The most that could be expected from an attempt to 

regulate professional concerns over such a vast territory would be 

that it might seem to succeed for a time, but the inevitable develop- 

ment of local sentiment would cause it to break up, with the added 

prospect that the strife engendered would make it difficult to secure 

any common understanding thereafter between the local bodies into 

which the original one had been divided. Even in such a compact 

business community as the United Kingdom, there has been no suc- 

cessful attempt to administer the professional situation in the three 

kingdoms by a central or federal institute. 

The Canadian movement was conceived in a spirit of open hos- 

tility to the bodies which had done all the pioneer work during the 

twenty years previous. An essential feature of its program was to 

take, under the authority of an Act of Parliament something valuable 

which belonged to these pioneer bodies. In Washington, D.C., history 

is now repeating itself. One does not require to read very far to 

discover that there is open hostility to the old order of things, and 

that the state societies are deemed not to have done what they ought 

to have done. Yet the expounders of the new faith are prepared to 

admit that it is worth while to be a Certified Public Accountant, and 

their presumed ability to deliver a very good imitation of the state 

conferred degree is expected to attract a nationwide membership. 

In still another respect does the campaign now under way strik- 

ingly resemble its Canadian prototype. We refer to membership 

tests. The objection urged against the chartered societies twenty 

years ago was that membership was not restricted to practising 

accountants. Their members had the necessary technical ability, this 

was not disputed, but it was urged that occupation rather than capa- 

city was the thing to be desired in a Chartered Accountant. Conse- 

quently, no tests of professional ability were prescribed, it was deemed 

sufficient that the applicant could show that he had sufficient confi- 

dence in himself to rent an office and advertise the fact, and having 

done that and having paid a fee, he received his diploma. The pro- 

moters of the N.A.C.P.A. profess their willingness to make a Certified 

Public Accountant of anyone who has had three years’ experience 

as a professional accountant. There are about fifty-seven other ways 

to secure this desirable privilege, the probable intention being to 

prevent the possibility of any one being found ineligible for it. If 

everything else fails you may go to Washington, and if they like your 

looks they will not refuse your dollars. 

The bulletin tells us that all this is according to American cus- 

tom, and is on the American plan. In those other days to which we 

have referred, we rather suspected that there was a flavor of Scotch 
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about it, but we stand corrected. Amongst the demands which the 

National Association puts forward is that all practising professional 

accountants should hold the degree of their profession. This ought 

to present no difficulty, provided an adequate office force is maintained 

and the stationery does not give out. Sample letters are published, 

the writers of which admit that they are thoroughly qualified to 

practice, but that the C.P.A. state degree is beyond their reach. We 

have them in Canada also, so we can offer our sympathy. Truly, as 

wise old Solomon once said, there is nothing new under the sun. 

A certain degree of satisfaction arises, however, from the reflec- 

tion that matters of this description no longer constitute a problem 

for us. Our erstwhile antagonist, the Dominion Association, has 

become the medium through which a healthy co-operation between 

the provincial bodies has been brought about, and the professional 

situation in Canada, as the result of a good understanding between 

the Federal and Provincial authority and a sincere effort to find 

common ground, could hardly be improved. 

And so it will be in the great country to the south of us. So soon 

as there is the disposition on the part of the state C.P.A. societies 

to get together with a view to finding common ground upon all mat- 

ters affecting professional welfare, some progress will be made, and 

eventually their problems will be solved. The C.P.A. over there 

should mean something quite as definite as C.A. throughout Canada. 

It is of course a larger situation—forty-eight points of view to be 

assimilated instead of nine, but nothing is impossible. 

The fundamental difficulty in their professional accountant situa- 

tion is that the state societies, as such, have never made any serious 

attempt to get together. The American Association of Certified 

Public Accountants was not composed of the state societies or the 

members of these societies ipso facto, it simply included them or 

such of them as might care to belong, but it included also a large 

miscellaneous membership, which made concerted action impossible. 

As a propounder of professional ethics, good technical procedure and 

practice, and as a medium of good fellowship, it was admirable, but 

it failed to solve the national problem. It was probably the realiza- 

tion of this, in part at any rate, that led to the formation of the 

American Institute to take its place, but this body, no more than its 

predecessor, is making any progress towards achieving a settlement 

of the national question. These state boards exist by legislative 

authority and the task is to get them to work together, not to over- 

ride them, or ignore them. 

Canadian Chartered Accountants probably require little assist- 

ance in deciding what their attitude ought to be towards the N.A.C. 

P.A. As Canadians we have no business to be mixed up with it, but 

if that were not enough there are other reasons. The National Asso- 

ciation, so called, is incorporated—as we would say in Canada—by 
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letters patent under the Companies Act, or its District of Columbia 

equivalent, and is therefore a private corporation, incapable of leg- 

ally exercising any public function, such as it pretends by its litera- 

ture now to be doing. Were it competent, however, to perform such 

functions, failure is certain, so long as it does not make the effort in 

co-operation with the state bodies. You cannot have two kinds of 

Chartered Accountants or Certified Public Accountants legally hold- 

ing out in common territory without undermining public confidence. 

What is likely to happen is that a good many people will exchange 

their money for something that looks like a diploma, which they can 

frame and hang up on the office wall, and the money will pay for 
printing more bulletins. 

MANUFACTURERS SAY WORST OF TRADE 

DEPRESSION OVER 
—————_- 

One hundred and fifty prominent Canadian manufacturers, re- 

viewing conditions and outlook for 1922, in the January issue of 

“Industrial Canada,” the official publication of the Canadian Manu- 

facturers’ Association, take a generally hopeful view of the industrial 

situation. In the opinion of the large majority, Canada has seen the 

worst of the depression, and from now on a slow but steady improve- 

ment is anticipated. Estimates differ, largely according to types of 

industry, as to when normal activities will be resumed. In some 

industries the change for the better has already taken place; in 

others, the turning point is placed about March or April ; ina limited 

number no appreciable betterment is expected until the fall. High 

freight rates and low prices for agricultural products are regarded 

as the principal obstacles in the way of a more rapid recovery. 

BANK AUDITS 

he following are extracts from the Annual Reports of two of 

the leading Canadian Banks : 

CANADIAN BANK OF COMMERCE 

“There has recently been some discussion in the public press of 

the reliability of the annual statements published by the banks and 

of the auditors’ certificates attached to them. 

As to the auditors’ certificate, the auditors whom you elect each 

year are chartered accountants belonging to well-known firms of es- 
tablished reputation. They are voted each year at these annual meet- 
ings a considerable sum for their services, namely, $20,000, and un- 

doubtedly they put forth their best endeavors in the discharge of their 
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duties. They visit a number of the principal offices of the bank, and 
in addition to verifying the accuracy of the records, and the physical 
existence of the cash and securities held as investments or as collat- 
eral for loans, they carefully examine the annual review of all slow 

or dragging loans and investments, of which I have spoken, and for 

their own satisfaction are placed in possession of the evidence upon 
which our estimate of the value of such assets is based. If this does 
not satisfy them, they are at liberty to make such independent 

investigations as their judgment may dictate. In our opinion their 

work is well and thoroughly done.” 

ROYAL BANK OF CANADA 

“In view of the discussions which have recently taken place 

regarding the obligation of auditors of banks appointed under the 

provisions of the Bank Act, it is proper that you should be informed 

that the auditors appointed by the shareholders of this bank not only 

certify tothe correctness of the Balance Sheet, but they also approve 

of the value of the bank’s assets as stated therein. The representa- 

tives of the auditors, who conduct their investigations of the bank’s 
business throughout the entire year, have access to the statements, 

correspondence and inspection reports relative to all loans required, 

and their certification of our Balance Sheet is made only after 

a full examination of all credits granted to customers. In cases 

where there is any doubt as to the value of a debtor’s account, the 

amount set aside by the bank to take care of any possible loss is 

approved by the auditors as being sufficient. Every facility is 
afforded them to examine each and every account in the bank, and 

they are encouraged to criticise and make the most detailed investi- 

gations of every debt due the bank, with the relative security.” 

“WATERED STOCK” 

Used at present only in connection with stocks, bonds and other 

financial arrangements which are unduly capitalized and therefore 

do not return a proper dividend to their investors, the term “watered 

stock” belongs properly to that class of phrases which has a real 

history behind it—a history analogous to that which underlies such 

words as “boycott,” “jazz,” “quiz,” “bogus” and a number of other 

words that, today, are recognizedly a part of the colloquial language. 

Once upon a time—in the middle of the last century, to be 

precise—there was a cattle raiser in the western section of the 

United States by the name of Daniel Drew. Even in seasons when 

his neighboring ranchmen were barely able to make both ends meet, 
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Drew always seemed to get along very comfortably and his financial 

returns from his stock farm appeared to be out of all proportion to 

the size of the steers which he would send to market. Determined to 

solve the mystery, one of the other drovers made a point of following 

Drew the next time he started out with his cattle. Nothing unusual 
occurred until they neared the city where the market was located, 

although the watcher noted thatthe steers seemed tobe exceptionally 

thirsty. Drew, however, would not permit them to stop for water, 

but kept them moving at a rapid pace, allowing no halt until they 

were within a short distance of the market. Here they stopped for 

an hour or more by the banks of a stream and the cattle, hot and 

thirsty from their long trip, drank until their sides distended. Then 

Drew drove them in to the scales and sold his “watered stock” for 

considerably more than it was worth—incidentally, giving rise to a 

phrase which was later destined to be widely used as a synonym for 

anything that isn’t worth as much as it appears to be. 

PRIVY COUNCIL DECISION 

he Attention is called to a late decision of the Privy Council 

that companies incorporated under the Dominion Companies Act 

cannot legally own land, nor can they give a valid mortgage or 

issue bonds against the same without having obtained a License in 

mortmain or re-incorporation from the Government of the Province 

in which the real estate is situated. 

AVERAGING PROFITS AND LOSSES 

The new. Revenue Act of the United States has certain features 

entirely ignored in Canada’s system of collecting income tax or excess 

profits. It provides that a taxpayer may apply the amount of his 

business loss in 1921 against business gains in 1922, and will be 

subject to tax only on the net income of the two-year period. If the 
1922 gain is less than the 1921 loss, the difference may be carried 

forward to apply against 1923 gains. The taxpayer has two years in 

which to make up in gains for a loss sustained. 

Owing to depreciation in inventories business houses have had to 

write off large sums in 1921, resulting in losses rather than profits. 

The situation has been much more severe in the United States than 

in Canada, but it would be much fairer to Canadian business to base 

profits and losses on averages rather than results in distinct and 
separate period. 
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SALUTATION 

he Publication Committee in wishing the subscribers a Happy 

and Prosperous New Year desire to express their great appreci- 

ation of their patience and forbearance in the irregular appear- 

ance of the magazine since April last, owing to the printers’ strike, 
which is still in force here. With the determined effort of the 

publishers, however, the Committee hope soon to catch up with the 

regular times of issue. Renewal remittances are in order and will be 

appreciated—Kindly note that the magazine is published every two 

months and the annual subscrption is now Two Dollars. 

Members of the profession will be interested to learn that enroll- 

ments for the new Instruction Courses of the Ontario Institute have 

exceeded all expectations, applications from Newfoundland to 

Alberta having been received. 

PERSONAL 

Mr. W. A. Tolmie C.A. announces the removal of his office to 

Metropolitan Building, Hastings Street West, Vancouver. 

Mr. G.G. Rowbotham C.A. of Price, Waterhouse & Co., has been 

transferred from Montreal to the New York office. . 

Messrs. John Scott & Co., Chartered Accountants, announce the 

removal of their offices from Belgica Block to 307-8 Montreal Trust 

Building, Winnipeg. 

Announcement is made of the change in name of the firm of 

Messrs. Lawson Welch & Campbell, Chartered Accountants, to 

Messrs Welch, Campbell & Lawless, with offices, as formerly, at 59 

Yonge Street, Toronto. 

Mr. Robert Wilson C.A. ,Montreal ,announces that he has formed 

a partnership with Mr. Walter E. Cushing under firm name of 

Wilson & Cushing as Authorized Trustees, Liquidators, etc., with 
offices at 108-110 Board of Trade Bunlding, Montreal. 

Mr. David Cooper, C.A., and Mr Maurice S. Donovan, C.A., 

Winnipeg, announce having acquired the Accounting practice former- 

ly carried on by the late Mr. R. C. Macdonnell under the firm name 
of Cherry & Macdonnell. The business in Winnipeg will be carried 

on under the firm name of David Cooper and Company and the 

business in Brandon under the style and firm name of Cooper 

Donovan & Company. 
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THE INSTITUTE OF 

CHARTERED ACCOUNTANTS OF ONTARIO 
TOMI | TTT 

(Incorporated 1883.) — 
a 

Rutherford Williamson, President. T. Watson Sime, Secretary. 

W. J. Valleau, Registrar. 

The following candidates have passed the examinations of the 

Institute of Chartered Accountants of Ontario : 

Final Examination. 

R. Douglas Hill, Thomas James, M. I. Long, Norman L. Morton, 

S. Ernest Parker, Clarence A. Patterson, Guy W. Smith, David Vise. 

Intermediate Examination. 

M. L. Ashmore, Frank Bell, F. H. Black, F. H. Burkholder, 
H. A. Calvin, jr, W. A. Cameron, G. E. Chidley, J. D. Code, B. K. 
Coulson, B.S. Crecine, C.S. Davies, Robert Donellan, John J. English, 

W. Gordon Firstbrook, G. H. Forster, Eric Fricker, Henry Glover, 

F. H. Gray, H.R. Grundy, E. W. Harper, H. A. Hopkins, A. Douglas 

Hume, Arthur M. Hunt, Alan W. Jackson, A. D. Jamieson, E. A. 

Jarrett, C. S. Kennedy, M. M. Kennedy, H. A. Lever, Norman D. 

Mackay, A. M. Munro, Alan E. Phin, H. Pinnock, F. W. Rutherford, 

D. J. Sales, W, M. Sinclair, H. U. Steele, R. G. Steele, R. A. Stephen- 

son, E. W. Stronach, L. C. Tesky, F. S. Vanstone, S. E. S. Vardon, 

R. S. Watson, Thomas Weir, W. F. Williams. 

Primary Examination. 

G. H. Allely, A. E. Allen, A. J. Andrews, J. E. Boundy, M. A. 

Bradshaw, Hugh E. Brown, G. Walter Brown, J. B. Buchan, J. R. 

Croft, R. B. Currie, S. O. Cuthbertson, J. LL. Davidson, W. G. Dryden, 

B. I. England, Geo. H. Glennie, Chas. A. Greer, L. L. B. Hamlin, 

A. J. Hardy, C. W. Haydon, Fred C. Hill, G. C. Horne, E. P. Hudson, 

Harold J. Jeffery, C. G. Kilty, A. F. King, F. Lightwood, D. B. Larke, 

F. A. R. MacFadden, E. D. Martin, W. H. Matthews, R. W. Morrison, 

T. A. Morrow, L. E. McBain, Bert McFarlane, A. H. McLachlan, 

G. A. McLeod, J. G. McMillan, Jas. McQueen, E. T. Pointon, A. H. 

Pratt, C. W. Saddington, Geo. Sayer, J. Angus Seddon, Neil M. Smith, 

W. A. Spear, E. Stein, R. B. Taylor, A. W. Trew, R. P. Uffelmann, 

C. H. Windler, Norman S. Watt, E. J. Woodward. 
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. Scholarships Awarded. 
Past Presidents—Final, David Vise. Intermediate—C. S. 

Kennedy ; Primary—E. T. Pointon. 

Institute—Final, Guy W. Smith ; Intermediate—C. S. Kennedy ; 

Primary—W. G. Dryden and R. B. Taylor (equal). 

CHARACTER 

It is character that counts in a nation as in a man. It is a good 

thing to have a clean, fine intellectual development in a nation, to 

produce orators, artists, successful business men; but it is an 

infinitely greater thing to have these solid qualities which we group 

together under the name of character—sobriety, steadfastness, the 

sense of obligation towards one’s neighbor and one’s God, hard 

common sense, and combined with it, the gift of generous enthusiasm 

towards whatever is right. These are the qualities which go to make 

up true national greatness.—Roosevelt. 
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SOME POINTS FOR CONSIDERATION IN CONNECTION WITH A 

CUSTOMER’S BALANCE SHEET* 

By Mr. E. JAMES BENNETT, C.A. 

of Messrs. George A. Touche & Co., Charterd Accountants. 

Mr. Chairman, and Gentlemen, it gives me much pleasure to be 

with you to-night. I must confess that I have never met so many 

bankers before. On those occasions upon which an overdrawn bank 

account has necessitated an interview I have found that one banker 

at a time was a big enough proposition to tackle. 

The lecture to-night is entitled “Some points for consideration in 

connection with a customer’s Balance Sheet.” 

Over three hundred years ago Shakespeare put into the mouth of 

Polonius the words: 

“Neither a lender nor a borrower be 

For loan oft loses both itself and friend mo 
And borrowing dulls the edge of husbandry.” 

In the intervening years this advice has been singularly disre- 

garded with the result that to-day we have, in practically every 

country within the British Empire, a strong group of Bankers whose 

principal function it is to lend, and on the other hand a much larger 

but less strong group of traders and individuals who are only too 

eager to assist them in carrying out this laudable mission. 

Whatever we may think of his advice, Shakespeare’s words are 

undoubtedly true of ill-advised loans, which subsequently turn out 

difficult or impossible to collect. I remember a banker friend of mine 

once telling me of a gentleman, whose insobriety and impecuniosity 

*A lecture delivered to the Toronto Banker’s Educational Associa- 
tion, at the University of Toronto, 8th February, 1922. 
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were equally notorious, coming into his office with the request that he 

would lend him a hundred dollars. My friend, not wishing to refuse 

him point blank, and knowing that Smith, another banker in the 

same town, had been foolish enough to lend the applicant money at 

one time, said, “Why don’t you go to Smith he’s your banker isn’t 

he?” “Smith!” said the would-be borrower in a tone of the deepest 

contempt, “Smith! Why Smith is not a banker, he’s only a debt col- 

lector.” 

I imagine that it is the ambition of all of you to remain bankers 

- and not become debt collectors. To avoid becoming the latter is 

_ not altogether possible in this imperfect world, unfortunately, but a 

proper understanding of the statement of affairs of an applicant for 

credit based on authentic information will go a long way toward help- 

ing you. 

It has been said that a bank manager should have charming man- 

ners but a pessimistic temperament, and a pessimist has been defined 

as one who once took the advice of an optimist. I think it is safe 

to assume that most bankers at some time in their career have met 

their optimist and consequently, have developed a strain of pessimism 

which stands them in good stead when dealing with many Balance 

Sheets presented for their consideration. 

. I will, therefore, treat my subject from the standpoint of a 

banker who has developed the necessary modicum of pessimism—per- 

haps better termed “caution.” 

Though the Balance Sheets presented to you gentlemen, for the 

purposes of obtaining credit may be those of an individual, a partner- 

ship or a limited company, and may purport to represent the condition - 

of a corner grocery store, or a transcontinental. railway system, they — 

may be divided into two classes—audited and not audited—and when 

I say audited I mean audited by a reputable firm of Professional 

Accountants. Time will only permit of dealing with this class of 

Balance Sheet. As regards the other class, my advice is to insist on 

a proper audit of any Balance Sheet presented to you in connection 

with an application for a loan. 

In view of my profession I feel a certain amount of diffidence 

in making such a statement, but I really cannot see how a banker 

can properly size up the position of the average commercial borrower 

unless he is sure that the figures appearing in the Balance Sheet are 

in agreement with facts. Save in a few exceptional cases a banker 

cannot afford the time to investigate his clients’ books and affairs in 

the way that a Chartered Accountant would, and I cannot imagine 

that a banker would willingly forsake the easy chair of the Manager’s 

room for the uncomfortable stool of the practising accountant, modern 

business conditions are highly complex and more than ever it is a 

case of every man to his own trade. Holding these views I hope that 

you will pardon me, therefore, if I lay more stress on the work of 

the auditor than modesty would ordinarily permit. I would emphasize 
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the necessity of making certain that you obtain either the certificate 

or report of the auditors on the Balance Sheet presented to you, so 

that you may know what qualifications, if any, the auditors have 

made when signing the Balance Sheet. Cases have been known where 

the auditors’ qualifying report has been abstracted from the enclosing 

cover and the Balance Sheet alone presented. 

It is often the case that the auditors’ report puts a very different 

complexion on the figures in the Balance Sheet by stating the limita- 

tions of the audit, a qualification as to the value placed on certain 

assets, and so forth. Bankers should bear in mind that it is not the 

duty of an auditor to prepare a Balance Sheet, but to audit it. 

Though an auditor often will make suggestions as to the groupings 

of the various items, or point out that there is some error of omission 

or commission, he has no legal power to enforce his advice and if the 

error is of any importance and his clients refuse to rectify it, his 

proper course is either to refuse to sign the certificate to the Balance 

Sheet, or to refer in the certificate or report to the point upon which 

he does not agree with his client, or the management, in the case of 

a company. For this reason, where a clear certificate is not given, 

some firms of accountants make a notation at the foot of the Balance 

Sheet such as “The above is the Balance Sheet referred to in our 

report of even date,” or words to that effect. 

Some two or three years ago the Federal Reserve Board issued 

a Federal Reserve Bulletin, entitled “Approved Methods for the 

Preparation of Balance Sheet Statements,” a tentative proposal sub- 

mitted by the Federal Reserve Board, Washington, for the considera- 

tion of Banks, Bankers and Banking Associations: Merchants, Manu- 

facturers and Associations of Manufacturers: Auditors, Accountants 

and Associations of Accountants. This pamphlet proposed that certain 

rules should be followed when auditing the Balance Sheet of a manu- 

facturing concern and suggested that the auditors’ certificate should 

read as follows: 

“We have audited the accounts of ...........-.2e eens for the 

WORMED ORNS | 5 bps ose 049 angie oo Nils.s Seco s mate ais and we certify that 

the above Balance Sheet and Statement of Profit and Loss Account 

have been made in accordance with the plans suggested and advised 

by the Federal Reserve Board, and, in our opinion set forth the 

financial condition of the firm at ............ (DIANK Gate) 6 os. eee 

and the results of its operations for the period.” 

The idea being that any banker receiving statements certified in 

such a way by reputable auditors could rest assured that the items 

making up the statements had received proper scrutiny and verifica- 

tion and had been dealt with on the lines laid down in the bulletin. 

I am not informed as to whether this suggestion was carried any 

further—I rather think not—but it appears to me an excellent one 

and I offer it for your consideration. 
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I assume that before recommending a credit to his Head Office, a 

banker will satisfy himself as to the moral integrity and business 

ability of the borrower, or management in the case of a company, and - 

also assure himself as to the effect a change of tariff, foreign competi- 

tion, change in management and the like, may have on the future 

of the business. 

In this paper, therefore, I will confine my remarks to the Balance 

Sheet proper, although the considerations just mentioned are, need- 

less to say, of paramount importance. 

A Balance Sheet -purports to show the assets of a concern or 

individual on the one side and the liabilities on the other. In England 

liabilities are invariably shown on the left hand side and the assets 

on the right, whereas here and in the United States the opposite is the 

case. It has been suggested that the reason for this is that in con- 

servative England a trader wants first to know what he owes whereas 

on this side where optimism is more in the ascendant and the slogan 

“Safety First” is of modern origin, a trader is more interested in 

his Assets than in his Liabilities. Be that as it may, in this country 

the Assets and other debit balances appear on the left hand side of 

the Balance Sheet and the Liabilities and other credit balances on 

the right hand side. 

The title “Balance Sheet” is not one of the best and has often 

been critized, but the term is so general now that it is doubtful 

whether it will ever be altered. -As a matter of fact, the title 
“Balance Sheet” is a bookkeeper’s term, denoting that after making 

up his Profit and Loss Account he has brought all his open balances 

together and the debits agree with the credits. What most of us are 

interested in nowadays are facts, not figures, and bankers especially 

wish to know the state of affairs or condition of a business. Whether 

the books actually balance or not is a matter of secondary importance. 

When convenient, I would suggest that the customer be requested 

to arrange an interview between his auditor and the banker, at the 

same time authorizing his auditor to discuss the Balance Sheet and 

audit with the banker and give all the information required. It is 

necessary to bear in mind that it is absolutely against professional 

etiquette for. an auditor to give information about his clients’ affairs 

to a third party, even his banker, without first obtaining his clients’ 
permission to do so. 

A banker should endeavor to get his clients when preparing their 

Balance Sheets, to put their current assets first, thus: Cash, Notes 

and Accounts Receivable, Inventories, Investments (if readily realiz- 

able), making a sub-total of Current Assets. Then Fixed or Capital 

Assets, Good-will and Deferred Charges coming last, though fre- 

quently Deferred Charges are inserted before Fixed Assets. The 

Liability side should correspondingly have the Current Liabilities 

first, then Long Term Loans, Reserves, Capital and Profit and Loss 

Account Balance carried forward. This arrangement will enable 
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a banker to arrive at the liquid position of the borrower in the 

shortest possible time and without having to do a great deal of 

analyzing and regrouping of Assets and Liabilities. 

It is hardly necessary to dwell on the point that what a banker 

is primarily interested in, is the liquid position of the borrower, if he 

cannot see that the proposed loan will be amply covered by liquid 

assets valued at a conservative figure and will be repaid within a 

reasonable period, then prudence will demand that the accommodation 

be gently but firmly refused and the suggestion made to the borrower 

that what he requires is not a bank loan but further permanent 

capital in the business, to rely on the fixed assets in any way for 

repayment is too often a snare and a delusion and will in many cases, 

result at best in a “frozen” credit. When available the figures of 

previous Balance Sheets should be collected on a suitable form for 

comparative purposes, so that the history of the concern during the 

last few years may be seen at a glance—particular attention being 

paid to the growth or otherwise of the liquid surplus. 

We will consider each of these items of Assets and Liabilities 

in turn, and I will briefly indicate what inquiry I should consider it 
advisable to be made when examining the Balance Sheet of an appli- 

cant for credit. 
Cash in Hand - 

If of any considerable amount it might be as well to inquire if 

the amount shown consists of actual cash, or is composed of I.0.U.’s 

or expense vouchers, the latter should be absorbed as expenses in the 

period in which they were incurred. 

Cash at Bank 

This may be the balance shown in the client’s cash book, or may 

be the actual balance appearing in the Banks’ books, the cheques not 

presented to the Bank being added. to the Accounts Payable. When 

discussing this item it would not be amiss to ask the auditor if he 

has inquired into, and is satisfied as regards the arrangements for 

handling cash receipts and disbursements and the precautions taken 

against fraud, also whether the members of the staff handling cash 
and goods are sufficiently bonded. | 

Accounts Receivable 

These should be divided on the Balance Sheet under the sub- 

headings of Trade, and Other Accounts Receivable. Inquiry should 

be made as to whether these balances have been scheduled and aged 

and if possible the schedules themselves inspected. What constitutes 

a slow or overdue account will naturally depend upon the credit terms 

obtaining in the particular trade. A Bank Manager will naturally 

want to know what Reserve has been made for Bad and Doubtful 

Debts and whether provision has been made for Trade discounts and 

allowances. The list of Accounts Receivable will probably indicate 

whether the client’s business is well spread or whether it is dependent 
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on one or two large customers. If the Manager finds the latter to be 

the case he will probably come to the conclusion that caution is 

necessary in recommending the credit. Very careful inquiries should 

be made as to whether any of the Receivables are due from affiliated 
or subsidiary companies. Generally speaking, where a company con- 

trols through stock ownership another company, the accounts of the 

two should be consolidated and inter-company balances eliminated. 

This is sometimes not practicable, but where such a balance occurs, 

and is of a substantial amount, a banker should make certain that 

the affiliated company is in a position to pay its liability to his clients. 

In order to do this it will probably be necessary to procure the Balance 

Sheet of the debtor company and examine it in a similar manner to 

that of the borrowing company. 

Auditors nowadays, when circumstances permit, obtain a direct 

verification from the debtors of the balance owing. ° This is obviously 

a more satisfactory check than verifying postings in the ledgers. 

A Manager should, therefore, ascertain what has been done in this 

direction—sometimes owing to the number of accounts a test only is 

made by sending out a limited number of requests for verification; 

in other cases it is more convenient and advisable to make the verifi- 

cation at a date other than that of the Balance Sheet; in any event, 

whenever it is done this method will disclose in addition to actual 

fraud, any carelessness there may be on the part of the borrower’s 

clerical staff, and the banker should, therefore, ascertain if the dis- 

crepancies revealed are so numerous or of such amount as to throw 

doubt on the capability of those in charge of the books. I preSume 

that a Manager, when perusing the schedules of Book Debts, will 

ascertain Dun’s or Bradstreet’s ratings on the larger ones at least. 

Inquiry should be made to ascertain that no Accounts Receivable are 

included covering goods on consignment or goods sold for future 

delivery. 

Both the Dominion and Ontario Companies’ Acts require that 

debts owing by directors, officers and shareholders shall be shown in 

the Balance Sheet separately from those of ordinary trade debtors, 

and it is important that a banker should ascertain that this require- 

ment has been carried out, otherwise the total of the accounts receiv- 

able may be swelled by balances which have not arisen in the ordinary 

course of trade and may possibly be of very little value. 

Notes Receivable 

The remarks regarding Accounts Receivable are also applicable 

to Notes Receivable, in fact in many cases I consider it a mistake to 

treat these so-called Notes Receivable as such. 

In practice directly a draft is drawn on a customer his account 

is credited and Bills Receivable debited—the draft. may never be 

accepted or is often renewed time after time with the result that it ~ 

requires considerable research work to discover what the true posi- 
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tion of a debtor’s account really is. Where feasible the better plan 

would appear to be to lodge the drafts for collection with the Bank, 

the customer’s account not being credited until the note is actually 

paid. It is most desirable to ascertain whether the Notes Receivable 

are legitimate trade paper and do not include accommodation paper. 

Inventories 

In many manufacturing companies’ Balance Sheets this Asset 

is quite the most important and one about which the most careful 

inquiries should be made. It is important not only from the point 

of view of the Balance Sheet, but even more so from that of the Man- 

ufacturing and Profit and Loss Accounts. A little undue optimism 

on the part of the management when taking the stock will sometimes 

make all the difference by turning a loss into a profit for the trading 

period. - - 

Though one of the most important assets an auditor has to deal 

with it is also one of the most difficult. It has caused more heart- 

burning and provoked more discussion than probably all the other 

assets appearing in the Balance Sheet put together. 

The position of the auditor in regard to the verification of this 

asset is extremely difficult. Bankers and the public generally will 

occasionally question the value of an audit and the Accountant’s 

certificate because they will point out that the auditor takes no 

responsibility as regards the value of the inventory, inasmuch as he 

states on the face of the Balance Sheet that the inventories are as 

taken and certified by responsible officials of the company, or words 

to that effect. The critics point out that the verification by the 

auditors is of very little value when such an imporant item as the 

inventory is not certified by them, consequently, if it is misstated, 

the Profits shown are correspondingly inaccurate. 

From a legal point of view, the auditor’s position would appear 

to be well established. The classic case is that of the Kingston 

Cotton Mills and is the one most generally referred to in connection 

with the duties and responsibilities of auditors as regards the verifica- 

tion of inventories. In giving Judgment, one of the Judges in the 

Court of Appeal said: “It is no part of an auditor’s duty to take 

stock. No one contends that it is. He must rely on other people for 

details of the stock-in-trade in hand. In case of a cotton mill he must 

rely on some skilled person for the materials necessary to enable him 

to enter the stock-in-trade at its proper value in the Balance Sheet. 

In this case the auditors relied on the Manager. He was a man of 

high character and of unquestioned competence. He was trusted by 

everyone who knew him. The learned Judge has held that the 

directors are not to be blamed for trusting him. The auditors had 

no suspicion that he was not to be trusted to give accurate information 

as to the stock-in-trade in hand, and they trusted him accordingly 

in that matter.” 
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In the case of Henry Squire (Cash Chemist) Limited, vs. Ball, 
Baker & Co., and Meade vs. the same, Lord Alverstone in giving 

Judgment said: 

“It has been held over and over again and it has been recog- 

nized in the Court of Appeal, that it is not an auditor’s duty to 

take the stock.” 
The legal liability of auditors being such, the question arises 

whether there is a moral responsibility attaching to the auditor 

over and above his statutory or legal responsibility. The modern 

tendency is, I think, for auditors to go into the question of inventories 

far more thoroughly than was the practice some few years ago, and 

if a comprehensive check is made on the stock the chances are a 

hundred to one that the auditor will detect any considerable fraud. 

As Mr. Montgomery says in his text book on auditing: 

“Numerous instances might be cited where professional auditors 

without any special knowledge whatever in particular lines of busi- 

ness have detected overvaluation, excessive statements of quantities 
and misstatements as to the condition of the stock, some of these 

discoveries being of sufficient importance to stop the sale of a business 

or the extension of a line of credit by a Banker.” 

I think that I am safe in saying this statement is in agreement 

with the experience of most practising accountants; at the same time 

there are many businesses which deal in or manufacture goods that 

are very difficult to actually value and verify and where the Account- 

ant, to a large extent, has to rely on the bona fides of his client. 

After the Banker has ascertained from.the Auditor exactly what 

has been done in the checking up of the stock he would be well advised 

in my opinion, to obtain a signed statement from his client certifying 

certain matters in connection with the inventory. 

This statement would be more definite than the forms usually 

used in connection with goods secured under Section 88 of the Bank 

Act and should cover inter alia the following points: 

I, That the borrower personally superintended the taking of 

stock on the days .........4.. Disc pickiscs bicceaics amounting to 

EN eae as per summary attached. This Summary should 

be signed by him, the total of such Summary agreeing with the 

figures in the Balance Sheet. 

II. That he certifies that: 

(a) The inventory is conservatively .valued at cost or mar- 

ket, whichever is the lower. 

(b) The goods covered by the Inventory are in his posses- 

sion and are fully paid for except by the amounts shown in the 

Balance Sheet under “Accounts and Notes Payable” amounting 

(c) The Inventory is free from all liens or other charges 

whatsoever. 
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(d) All obsolete and depreciated stock hee been written down 

to actual market value. 

(e) The basis for valuing stock was (here state the exact 

basis on which manufactured and partly manufactured goods 

were valued). 

III. That he understands that he is signing the statement 

which he is presenting to the Bank with a view to obtaining 

credit. 

In this connection I would remind you that certain Banks in 

the United States obtain affidavits from their borrowers covering 

their Assets and Liabilities—one of such forms starting with the 

following words: 

For the purpose of procuring credit from time to time from 

you, the undersigned hereby makes to you the following statement 

of the condition of the undersigned on the...............4- day of 

fe hel ep ae 19..; and the undersigned hereby agrees and guar- 

antees that said statement is in all respects true and correct; and 

you may consider said statement as to the pecuniary responsi- 

bility of the undersigned, as continuing to be true and correct 

until written notice of a change is given to you by the under- 

~£ signed,” 

My own opinion is that an)\fauditor’s check of the inventories 

should cover the following points: 

(1) Obtain a written aicgsnasin as to the method followed in 

taking inventory. 

(2) Ascertain exact dates upon which stock was taken and in- 

quire: Whether plant was closed down during stock taking, inquire 

what system was used as to out-going and in-coming goods, and also 

inquire if those supervising stock-taking had a clear idea in mind of 

results required from an accounting point of view. 

(3) See the individual original sheets are signed by person. 

(a) Taking Stock. 

(b) Fixing Prices. 

(c) Making Calculations. 
(d) Additions. 

(e) Checking (c) and (d). 

(4) Test stock sheets with original lifts, tickets or other 
original information. 

(5) Test extensions over a certain amount. 

(6) Check additions. 

(7) Test prices of larger items with latest invoices. 

(8) Test additions to actual price of goods such as freight, 

insurance, etc. 

(9) Compare quantities and prices with last inventory of all 
main items. 

(10) Where practical, make an inspection of actual plisuical 

condition of inventory items over a certain amount. 
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(11) Where a physical inventory has not been taken as to the 

date of the Balance Sheet and where in lieu thereof quantities 

and values are taken to the Inventory from the Stores Ledger, 

such quantities having been physically checked at frequent inter- 

vals during the period, a test or complete check, as determined 

necessary should be made as between the quantities shown on the 

Store Ledger and the quantities shown in the Inventory. 

(12) Where no physical count of manufactured or partly 

manufactured goods has been made, personally see larger items 

or be satisfied as to their fate since end of year. 

(18) Where possible pay visit to Plant ‘wien Inventory is 

actually being taken. 

(14) Inquire and determine that all merchandise shown to 

have been received prior to, or on closing date, is included in 

Inventory. 

(15) Ascertain that all liabilities for stocks included in 

Inventory have been entered in books. 

(16) Look into question of goods in transit. 

(17) Ascertain that no goods on consignment from other 

parties are included in Inventory. 

(18) Verify consigned goods by certificates from consignors. 

(19) Look into post dated invoices and ascertain that no 

goods have been included in inventories without the correspond- 

ing liability being set up. . 

(20) Ascertain whether inventories are taken at cost or 
present market prices, whichever is the lower. 

(21) Investigate cost system from point of view of inven- 

tories. 

(22) Ascertain that all aah included in sales have been 

taken out of work in progress. 
(23) Ascertain that inventories have not been overloaded 

with general overhead, interest or selling expenses. 

(24) Ascertain that goods delivered to branches and con- 

signees are bought in at cost, not selling prices less reserve for 

damaged or obsolete goods. 

(25) Inquire into inactive stock. 

(26) Examine price lists to see that finished goods are below 

same after allowing for discounts, selling expenses and profits. 

(27) Ascertain if Company has discontinued any lines dur- 

ing year. If so, see that such goods are amply reserved for in 

Inventory. 

(28) Ascertain that trade discounts have been deducted from 

Inventory list. 
(29) In normal times check inventories by comparative gross 

profit test. 

(30) Compare total of Inventory with turnover and ascer- 

tain how many months’ stock is in hand—compare this with 

previous years. 
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(31) Ascertain that no goods sold, billed and awaiting ship- 
ment is included in Inventory. 

(82) Look into quantities and ascertain if reasonable... If 

unduly large state reason. 

(33) Scrutinize Inventory at commencement of year to ascer- 

tain that inventories are valued on same basis at commence- 

ment and end of year. 

(34) Obtain certificates from consignees as to quantities, 

etc., held. 

(35) Look into method of charging out Finished Stock from 

work in progress in order to determine that the value placed 

upon the latter is substantially correct, especially so in cases 

where no attempt is made to confirm this by physical means. 

(86) Look closely into prices of merchandise covered by 

commitments as compared with present inventory prices. ~ 

/-_ I have mentioned these in detail so that when you are talk-\ 

( ing to the auditors you can just find out how much of this work) 

\has | been covered. f 
In addition to this, a certificate should be obtained by the 

auditor from the Managing-Director or other responsible official 

covering, inter alia, the following points: 

1. Date upon which the inventories were taken and adjust- 

ments made in regard to incoming and outgoing goods. 

2. Statement as to ownership—consignment goods owned 

by other parties being eliminated. 

. Verification of consignment goods held by agents or others. 

. Method of preparation of Inventory by employees. 

. Basis of valuation. . 

. How quantities were calculated. 

. Reserve for inactive or obsolete stocks. 

. Liability for all merchandise brought into the books at 

date of Balance Sheet. 

9. Whether goods held as security for loan by Bank or other 

creditors. 

10. Whether the basis of valuation has been changed from 

of +__the last inventory taken. x 
This statement is a different one from the one that I have sug- 

gested the Banker should obtain, though to a large extent, it covers 

the same ground. My object in suggesting that the Banker obtains 

a signed statement is to link up once a year the merchandise held 

under Section 88 with the Balance Sheet figures and thus make the 

borrower criminally liable should he have overstated his merchandise 

on hand. 
I have dealt fairly fully with the question of Inventories. In 

many cases as I have said before, it is the most important Asset 

appearing in the Balance Sheet and the one that should be the most 

carefully investigated. 
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Securities 

Where this asset represents securities quoted on a Stock Ex- 

change the value is readily ascertained—the best practice is to value 

them for Balance Sheets purposes at cost or market, whichever is the 

lower—in other words, provide for a loss but ignore a paper profit. 

Where the securities are those of a company whose shares are not 

quoted on an Exchange the basis of valuation should be ascertained, 

and in the case of a large amount the Balance Sheet of the company 

scrutinized; this is particularly the case when the company is an 

affiliated or subsidiary company of the borrower. 

In the case of unlisted companies, the investment is probably 

more in the nature of a fixed asset than a current one. 

As I have already indicated, whenever credit is being sought by 

a concern which is one of a group, a consolidated Balance Sheet 

should in most cases be insisted upon in order to obtain a proper 

view of the financial standing of the group as a whole. 

Fixed Assets 

Land 

The Banker should ascertain if the land is valued at cost or 

otherwise and compare the value with the assessment of local author- 

ities, and if it has been written up to see that the increase has been 

carried to a Special Reserve and has not been brought into Profits 

or Surplus. Inquiry should also be made as to whether taxes have 

been paid to date and whether the title of the borrower is clear and 

free from all encumbrances whatsoever. 

Buildings 

I assume that wherever a loan of any size is contemplated the 

Banker will pay a visit to the Plant and assure himself that the 

Buildings and Machinery are in good state of repair; are adequate 

and suitable for the business and so on. So far as the Balance Sheet 

figures are concerned, he should ascertain that a reasonable deprecia- 

tion has been reserved for and should certainly not be put off with the 

time-worn excuse that “the Appreciation of the Land is looking after 

the Depreciation of the Buildings,” the profit from the appreciation in 

the value of land is not a realized profit and in fact, may never be 

realized, certainly not while the concern carries on business at the old 

stand, whereas the loss due to depreciation and obsolescence is a real 

one and is accruing from day to day. This truth was not revealed 

to the business men of this country in all its beauty and utility vain 

the advent of the Business Profits War Tax Act. 

If the buildings have been revalued the increment in value, if set 

up in the books at all, should appear in a Special Reserve and not be 

included in Profit or Surplus Account. 
Plant and Machinery 

From a Banker’s point of view this asset must be of very little 

value, so long as the concern is making profits the machinery will 
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possibly be worth its book value or thereabouts, but directly profits 

cease and it becomes necessary to realize the fixed assets of the 

borrower to liquidate bank loans, the machinery will in all probability 

be only worth scrap value. In too many instances the Plant and 

Machinery Account of a manufacturer is a meaningless jumble of 

figures, the total of which may or may not represent the value of the 

actual physical asset—the original cost will be charged to this 

account, subsequently a particular unit may be scrapped and the 

salvage money received and credited, leaving the bulk of the original 

cost of the scrapped unit in the Asset Account; later on a similar 

unit is purchased and may, if times are bad and profits small be 

charged to the Machinery Account. 

These and other sorts of entries will go on for years, with the 

result that can only be termed chaotic—the only remedy is a revalua- 

tion and the keeping of a proper classified Plant Register. 

It is strange, too, what constitutes Plant and Machinery in the 

minds of some people. I recollect coming across a credit entry in a 

plant and machinery Account reading as follows: 

UE RES A oleae 8 1a vided di baie se a oe SW Re EWS eG wee $75.00 

The next entry was a debit one and represented the purchase of a 

Pump. Whether there was any connection between these two items I 

do not know, but the combination appeared to me somewhat sinister. 

Reserve for Depreciation and Obsolescence should be substantial 

—the percentage tate varying with the type of Plant and Machinery 

involved. 
Tools 

These should be carried at a fixed figure and all renewals written 

off as an expense. 
Patterns, Dies and Drawings 

A close watch should be kept on the value attributed to these 

assets. In a prosperous concern where the Patterns, Dies or Draw- 

ings are worth a considerable amount they will appear at a very 

modest figure, whereas in the case of a Manufacturer who has fallen 

on hard times very specious arguments will be advanced for carrying 

one or all of a apeae items at a large and increasing figure. 

Office Furniture 

Unless standing at a larger figure than would appear to be 

warranted by the size of the business, this asset will not call for much 

comment beyond ascertaining that a reasonable amount of deprecia- 

tion is being written off annually. 

Deferred Charges 

Details of these should be forthcoming and may consist of Insur- 

ance paid in advance, Unexpired discount on Bonds issued, Interest 

paid in advance, Travellers’ expenses and Salaries in connection with 
next season’s business, and so on. 
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It is perfectly legitimate to carry forward any of the above 

items, but Bankers will sometimes find other expenses carried forward 

on one pretext or another, which will serve as a danger signal and 

will indicate a lack of conservatism on the part of the borrower. 

Sinking Fund Investments 

Where these occur they will probably be ear-marked for a special 

purpose and will not be available for the liquidation of the borrower’s 

Bank or trade liabilities. 

Goodwill 

The conservative Banker will eliminate this asset from his calcu- 

lations. Goodwill is the most paradoxical of all assets, generally 

speaking the more valuable it is the lower figure it appears at in the 

Balance Sheet of a prosperous company, whereas in the case of a 

concern that is in low water and making little, if any, profit, it will 

often be found that the value attached to it reaches very imposing 

figures. Formerly this asset was generally included under the head- 

ing—Real Estate, Buildings, Plant Leases and Goodwill. Recent 

legislation, however, has pee its separation from the physical 

assets. 

Whilst goodwill is not ‘bbieisa by a Banker in the ordinary 

way, inasmuch as when the company has a real goodwill and is mak- 

ing substantial profits he need not worry about his loan, and, on the 

other hand, if the loan has become “frozen” goodwill as a realizable 

asset has ceased to exist—still goodwill may easily be the most valu- 

able asset a manufacturer or trade possesses. Take for instance, 

that of Pears Soap, Heintz’s 57 varieties, Singer’s Sewing Machines, 

The Times Newspaper—not to mention the Toronto Telegram, that 

residuary legatee of the doctrine “It Pays to Advertise.” ~ 

Accounts Payable 

The best verification of these liabilities is for the auditor to 

obtain a letter from all houses with which the borrower is doing 

business, stating the amount owing at the date of the Balance Sheet. 

A few years ago the request for such verifications would have been 

tantamount to that of an act of Bankruptcy, but times have changed 

and this practice is becoming more and more general and is one that 

should certainly be adopted unless there are very strong reasons 

against it. Inquiries should be made as to whether any of the credit- 

ors are secured by lien or otherwise on any of the assets. It will often 

be found that machinery and ofiice equipment is so secured. 

I think it would be as well for Bankers to obtain a certificate from 

their customers on much the same lines as the one I have suggested 

in connection with Inventories. 

Notes Payable 

Where practicable, outside verifications should have been secured 

of these by the auditors. 
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Accrued Liabilities 

The proper proportion of all liabilities accruing but not yet 

actually due should be set up on the books. 

Fixed Liabilities 

Mortgage on Plant 

The terms of a mortgage, especially the due date, should be 

ascertained. 
Bonds or Debentures 

The terms of the issue should be seen, special note of the due 

dates being made and the Banker should ascertain from the auditor 

that the terms of the Trust Deed are being carried out. The Banker 

will peruse the Trust Deed from the point of view of finding out the 

locus standi of the security for the Bank’s loan. 

Prefit and Loss Account 

This account will naturally be of the greatest interest to the 

Banker, inasmuch as the Balance Sheet Assets are merely an inert 

mass which requires the vivifying power of profits to give them life 

and enable them to produce the wherewithal to repay Bank advances. 

The Banker should, therefore, insist on full statements of profit 

and expenses, with the latter worked out on a percentage to net 

sales. The figures, together with the percentages, should be compared 

with the last three or four years in order to show the trend of the 

business. Any expenses which show a large percentage increase 

should be investigated and the reason for such increase ascertained. 

Inquiries should also be made as to what salaries and bonuses the 

Management are drawing. 
Turnover 

The Inventory at the end of the year should be considered in 

connection with the turnover, the number of times the Inventory will 

divide into the sales will give approximately the number of times the 

Inventory is turned over during a year—that is, assuming that the 

Inventory at the end of year is a normal one. 

Surpius 

As to what should go into surplus is sometimes a debatable 

point. My own opinion is that nothing except the most exceptional 

items should find their way to Surplus Account except through the 

medium of Profit and Loss Account; that is to say, if the yearly 

profits of a concern from its inception were added together and from 

the total arrived at all dividends paid are deducted, the result would 

be the balance on Surplus Account. 

Some business people have a habit of putting all sorts of entries 

through their Surplus Account, with the result that it is extremely 

difficult to reconcile the figures of one year with those of another. 

Any increase in value of Real Estate or Buildings due to revalua- 

tion, should appear in a Special Reserve Account and be kept out of 
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Surplus, inasmuch as such an increment is not available for distribu- 

tion of dividends until realized. 

Undetermined and Contingent Liabilities 

The auditor will have looked into the matter of Contingent 

Liabilities and will probably have obtained a certificate in connection 

therewith. 

In the case of borrowers who are carrying out, or are contemplat- 

ing carrying out, extensive plant additions or alterations, the Banker 

will be well advised to inquire carefully’into the plan of financing 

same and be assured that such operations are not. going to cripple the 

borrower in respect to Working Capital and thus obliging him to 

lean on his Bank more than he should. 

The Banker will find out whether an estimate for Income Tax 

has been included in the accounts or not. Pesonally I am rather 

in favor of leaving it out of the accounts until actually assessed, 

inasmuch as it is not in the first case an expense of the business, but 
a division of the profits when ascertained—part of the profits going 

to the Government and part to the business. 

The borrower may possibly have entered into contracts for the 

purchase of material for future delivery, or he may have contracted 

to supply goods at a certain price for future delivery. Both these 

features should be considered by the Banker as a change in market 

conditions may result in making these contracts extremely onerous 

ones. Of course a change in market conditions may have an exactly 

opposite effect, with the result that the contracts may prove to be 

extremely profitable. Should such be the case it will probably be 

unnecessary for the Banker to make any very extended inquiries as 

the borrower will elaborate on this state of affairs with very little 

encouragement from his Banker. 

Fire Insurance 

Inquiry should be made as to sufficiency of insurance to cover 

Inventories, Buildings, Plant and Machinery, special attention being 

directed to any co-insurance stipulation in the policies. 

Conclusion 

These, Gentlemen, are some of the points that you will consider 

when you have the Balance Sheet of a borrower before you. Judging 

from my experience of Bankers I feel that I am preaching to the 

converted, or to use another metaphor, that I am in the position of 

“bringing coals to Newcastle’; however this may be I am certain 

that the closer scrutiny you give the Balance Sheets of your customers 

the better it is for you and your shareholders, the better it is for 

those borrowers who are worthy of credit, and the better it is for the 

business community as a whole. 
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AMALGAMATION SCHEMES : FROM AN ACCOUNTANT’S 
POINT OF VIEW. * 

By ARTHUR E. CUTFORTH, F. C. A. 

he old saying that “unity is strength” is as true of businesses as it 

Tis of nations. And while during the course of the war the Allies 

found that in complete co-operation lay the road to victory, so in 

the financial and industrial world business men have—especially 

during the last few years—become increasingly alive to the advan- 

tages to be obtained from a pooling of resources. In fact, we can 

hardly open our daily paper without reading of some merging of 

business interests—of undertakings. which have been engaged in 

rivalry agreeing to co-operate in future instead of to compete. 

Undeniably, there is: much in competition that is healthy, but, 

undeniably also, competition may be wasteful. On the one hand of 

course, the formation of trusts which are tin a position to “corner” 

commodities or services and so force up the price of either against 

the consumer or the user is to be deprecated, yet, on the other hand, 

any form of co-operation which, by avoidng duplication of effort, 

will produce the same commodity or render the same service more 

economically cannot but be of benefit to the community as a whole. 

provided, of course, that the profit earned is not excessive. 

In case any of you should at this stage be wondering whether 

you are to listen tonight to a paper on political economy, I hasten to 

set your minds at rest. 

I only propose to deal with the question of amalgamations and 

other methods ‘of merging interests in so far as we, as professional 

accountants, are concerned with them—and the way in which we are 

concerned with them is, of course, through our clients who own busi- 

nesses or undertakings which can profitably be merged with others. 

Sometimes our clients ask us to outline possible schemes of amalga- 

mation ;, sometimes they ask us to comment on schemes which have 

been put before them by the owners of other concerns or by third 

parties ; and sometimes, 'where a scheme has already been agreed to, 

we are instructed to verify the figures or to make the calculations 

upon which ‘the terms of the merger are based. 

And here I must digress for a moment to answer another question 

which I think may have arisen in your minds. I expect that many of 

you are articled clerks with a limited amount of practical experience 

in accountancy and financial matters, and with examinations looming 

large in the future. You may therefore feel that if a client consults 

your firm about an amalgamation scheme, the partners would not ask 

you to assist in the inquiry and subsequently to draft a report on the 

id kd | |! 

* A paper read before the Chartered Accountant Students 
Association of London, October 22nd, 1919. 
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matter; and you are probably right. You may also think that 

questions on amalgamation schemes do not frequently find their way 

into exminataion papers; and that, too, is true enough. You may, 

therefore, come to the conclusion that “sufficient unto the day is the 

evil thereof,” and that it is better first to meet the ills you have 

before flying to others that you know not of. If this is your point of 

view, however, I would ask you to change it. 
In the first place, there is nothing particularly complex or subtle 

about amalgamation schemes. They are not the product of any 

specialized knowledge, they are merely evolved by common-sense 

reasoning and by the application of very ordinary principles, with 

many of which you are already familiar, though you fay not realize 

it. Then, in the second jplace, very many of the points which require 

to be considered in the framing or the criticising of amalgamation 

schemes are points which arise almost daily in other branches of 

professional accountants’ work. For example, you will appreciate 

that any scheme of amalgamation or merger involves the valuing of 

the assets or the measuring of the earning capacity of the businesses 

concerned, in order to give each business its fair share in the future 

combine or pool. Now, a critical review of the assets and liabilities 

of a business means a scrutiny of a Balance Sheet, and this is what 

we do every day, though for another purpose, when we are completing 

an audit. And a measuring of the earning capacity of a business 

entails a careful review and comparison of the detailed Profit and 

Loss Accounts of a series of past years ; and here, again, we are on 

familiar ground, as it is usual at the termination of an audit to look 

carefully through the various revenue and expenditure items in the 

Profit and Loss Account, and to compare them with those pf past 

years inorder to see whether any marked differences occur which call 

for inquiry or explanation. 

Then, once more, a client may ask us to look at the accounts of 

a business which he is thinking of purchasing ; and the very process 

by which we endeavor to compute the value of the business for the 

purpose of reporting to our client is the same as, or similar to, that 

by which we should measure the value of that business under an 

amalgamation scheme. One could quote many more examples, such 

as, for instance, the certification of profits for prospectus purposes, 

or the investigation into the accounts of a business on behalf of a 

prospective lender of money, but I will not labor the point further. 

All these branches of our work involve an analysis and critical review 

of assets, liabilities, and profits, and the more experience we can 

gain in this connection the better, whether it comes to us in auditing 

Balance Sheets or dealing with amalgamation schemes, or certifying 

profits for prospectus purposes, or assisting in the valuation of 

businesses. 

Before I proceed any further I ought to say that in many 

instances the businesses which are to be merged are already owned 
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by limited companies, and as it is almost invariably the case that ifa 

permanent amalgamation takes place it is effected through a company 

which will own or control the businesses in question, I am assuming 

tonight that we are dealing with limited companies throughout— 

both before and after the merger. I shall also assume, for the sake 

of simplicity, that we are considering mergers of two concerns only, 

and not more. 

I now come to the forms of merger themselves. 

There are various ways in which mergers can take place: under 

some schemes the profits of the businesses are merged, but not the 

assets ; under some schemes the merger is permanent, while in others 

it is temporary. I shall only deal tonight with three forms of merger, 

which three are, I think, the most usual. 

The first is the entering into of a pooling agreement whereunder 

the future profits of the two businesses for a term of years are, in 

effect, first brought into a common fund and then divided out in 

certain proportions. 

The second is an arrangement whereby one of the companies 

purchases the whole or a controlling interest in the share capital of 

the other company—or, alternatively, where a new limited company is 

formed to purchase the whole or a controlling interest in the share 

capitals of each of the existing companies. 

The third is a scheme whereunder both businesses are placed 

under the direct ownership of one limited company. This would be 

effected either by a new company being formed to acquire the busi- 

nesses of the existing companies or by one of the existing companies 

purchasing the other company’s business. 

For the sake of brevity I shall refer to No. 1 as “The Pooling 

Agreement,” to No.2 as “The Holding Company Scheme,” and to No. 

8as “The Complete Amalgamation.” 

I will now describe, as briefly as I can, each of these forms of 

merger in turn, outlining in each case the means by which the merger 

is carried out, commenting on its advantages and disadvantages as 

compared with the other forms of merger, and dealing in particular 

with the points in which accountants are especially interested. 

Firstly, then, we have to consider the Pooling Agreement. 

As I have already mentioned, a Pooling Agreement is one which 

provides for the profits of the two companies for a future term of 

years being brought into a common fund and then redistributed in 

certain proportions. For instance, the two companies, which we will 

suppose have in the past been keen competitors, ascertain that their 

past profits (taking the average figures of a series of years) have 

been in the ratio of three to two. They may then sign an agreement 

under which for, say, the next five, ten, or twenty years, their annual 

profits shall first be added together and then be divided in the ratio 

of three to two—that is to say, the first company will take three-fifths 
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and the second company two-fifths of the combined profits. The 

companies may, of course, agree upon the proportions in which their 

combined profits are in future to be shared without making any exact 

calculations as to what their past profits were; but it is in my 
experience usual for them first to agree upon the exact series of past 

years which are to form the basis for arriving at their respective 

proportions of the combined future profits and then to ascertain what 

were the exact profits earned in that series of years. The Pooling 

Agreement itself need not quote the proportions; it could merely 

state that the future combined profits were to be divided in the ratio 

which the average profits of Company A, for, say, the past six years, 

bore to the average profits of Company B for the same six years. 

When once the Pooling Agreement has become effective, the 

companies can, to a considerable extent, work their businesses in 

unison with each other ‘instead of in competition. For instance, they 

would not bid against each other for raw material; one company 

would not spend money in pushing the sale of its products in dis- 

tricts where the other company already held a commanding position ; — 

one company would not refuse orders for sales merely because its own 

factory had reached its maximum output capacity, if part of the 

work could be carried out by the other company’s factory. These are, 

I think, a few of the various directions in which the Pooling Agree- 

ment might be beneficial to both companies. 

Of the three forms of merger which we are to consider, that by 

means of a Pooling Agreement is attended by the least expense and 

creates the least initial disturbance. Neither of the companies has to 

change its form or constitution in any way; the directors of each 

company merely pass a board minute authorizing the agreement to 

be entered into. In fact, the shareholders may be unaware of the 

_ arrangement, except that where it can be done without any prejudice 

to the businesses the directors would certainly be well advised to 

inform the shareholders and obtain their formal assent, as the step 

taken is an all-important one. 

As you will readily understand, the carrying out of the Pooling 

Agreement entails a considerable amount of skilled work on the part 

of accountants, both in regard to ascertaining what are the exact 

profits of each company for the series of past years which are to 

form the basis for fixing the proportions in waich the future yrofits 

are to be pooled, and also in regard to arriving at the exact profits 

of each future year which each company has to bring into the pool. 

It is usual for each company to be represented by a firm of account- 

ants who prepare the statements of its profits, which are then checked 

by the firm of accountants acting on behalf of the other company ; 

and the two accountants then sign a joint letter or certificate which 

deals with the profits of both companies. Each company is, of course, 

interested in making its profits for the past, or basis, period appear as 
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high as possible, as, the higher they are, the larger proportion will 

that company receive of the pooled profits during the period over 

which the pooling arrangement extends. When, however, the profits 

of each year of the pool period have to be arrived at, each company is 

interested in making its profits appear as low as possible, for, the 

lower they are, the less is the sum which that company has to con- 

tribute to the pool. As you know, the term “profits” is a somewhat 

elastic one, and, in view of the contentious questions which may arise 

in interpreting it for the purpose of Pooling Agreements, it is usual 

for the agreement to define very clearly how the profits are to be 

arrived at. For instance, there would be expressly laid down the 

manner in which the charge for depreciation of fixed assets was to be 

calculated. Then, again, the basis on which stock-in-trade must be 

valued would be clearly defined, as this has a direct bearing upon the 

profits. Again, it is not unusual to place limits on the sums which 

each company can charge in respect of directors’ fees and managing 

director’s remuneration in arriving at the profits to be pooled— 

especially in cases where the directors may be large shareholders. 

You can quite appreciate the necessity for this, as if a company 

had a free hand it might pay away unduly large sums as fees to 

directors who, through their shareholdings, were really owners 

of the company, knowing that its contributions to the pool would 

thereby be lessened—in other words, the other company would, 

in effect, be made to bear a proportion of these abnormally high fees. 

Another class of expenditure which may be made the subject of a 

special provision in a Pooling Agreement is expenditure on advertis- 

ing. As you know, it not infrequently happens that a portion of 

advertisement expenditure is held up as a temporary asset instead of 

being written off to Profit and Loss Account, if the expenditure can 

be shown to have been incurred for the benefit of trade in future 

years. If a company were unrestricted in this respect in a Pooling 

Agreement which covered a limited period only, it would obviously 

be to its advantage to spend largely on advertising during the period 

and to write off the whole of the expenditure to Profit and Loss 

Account each year before arriving at the profits to be contributed to 

the pool. In this manner the other company would be made to 

bear a certain proportion of the expenditure, while any benefit 

arising from this advertising, after the period of the pool had ended, 

would, of course, accrue to the advertising company only. 

Another matter which has to be taken into account in the 

ascertainment of the exact amount of the profits to be contributed to 

the pool by each company is that of the capital employed in each 

business. If, during the time the pooling arrangement was in force, 

neither company raised any fresh capital and both companies distrib- 

uted in dividend the whole of the profits which they received from the 
pool, then no complications would arise. As a matter of fact, however, 

such a convenient state of affairs does not exist in practice. One 
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company may, for instance, desire to extend its works, and for this 

purpose it may either decide to raise additional share capital or to re 

tain in its business the profits which it would otherwise have distrib- 

uted in dividend. It would be very unfair to such a company if, having 

made this expenditure, it still had to hand over to the pool the whole 

of its profits—assuming, of course, that the other company had made 

no similar expenditure. It is therefore neccessary to provide, in a 

Pooling Agreement, that, before arriving at the profits which each 

company has to hand over to the pool, that company may deduct a 

sum representing interest at a certain rate (say, for example, 7 per 

cent.) upon any capital employed by it during the year over and above 

the capital employed at the time when the Pooling Agreement was 

entered into. 

I remember being concerned, some ten or eleven years ago, with 

a Pooling Agreement which was then entered into between two very 

large manufacturing companies which owned businesses in this 

country, Germany, Holland, and in Belgium—my firm acting for one 

of the companies and your chairman’s firm acting for the other 

company. Quite a number of contentions arose, but, so far as my 

recollection goes, we were able to settle them to our mutual satis- 

faction without having to report to our respectiive clients that we 

could not come to an agreement. The position was further complicated 

in this particular instance by reason of the fact that there were 

certain departments of each business, the profits of which were not 

to be pooled at all, so that we had very carefully to separate out the 

profits to be pooled from the profits which were not to be pooled, and 

in so doing we had, of course, to apportion the administrative and 

general expenses between the two sections. Again, we had to discrim- 

inate carefully between the capital employed in the sections of the 

businesses whose profits were to be pooled, and the capital employed 

in the sections whose profits were not to be pooled. The matter was 

not made any easier by reason of the fact that the books in Germany 

were, of course, in German, the books in Belgium were in French, 

and the books in Holland were in Dutch. I am sure that I must have 

aged very considerably during the two or three months that the 

investigations into the figures were in progress ! 

As I have already mentioned, one of the advantages of a Pooling | 

Agreement is that it involves little expense or initial disturbance. 

There may possibly be considered to be another advantage in the fact 

that the arrangement is a temporary one, and that, when the term of 

years fixed by the agreement is over, each company is free to break 

away and become independent of the other. 

On the other hand, it may be urged—and I think with a good deal 

of force—that the very fact that the Pooling Agreement is not, by 

nature, permanent is objectionable. Each company is apt to look 

beyond the period covered by the agreement and to consider its own 
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interests alone, and not those of the other company; and this point 

of view is often fostered when the yearly ascertainment of the profits 

falls to be made and a number of contentious questions have to be 

dealt with. 

The view is very commonly held—and I think it is a sound one— 

that if businesses are prepared to enter into very close co-operation 

for a reasonably long term of years, such as would be the case if they 

pooled their profits, they should go a step further and make the 

arrangement permanent, and one under which assets as well as profits 

would, in effect, be pooled; in other words, the businesses should 

either continue entirely as separate entities or place themselves 

unreservedly in each other’s hands. Temporary marriages are not in 

favor—at least, not in this country. One might put one’s advice in 

a nutshell and say, colloquially, “Keep out altogether or go in with 

both feet.” 

So much for the Pooling Agreement. I now come to the second 

of the three forms of merger—namely, the Holding Company scheme 

—which, as I have already mentioned, is a scheme whereunder one of 

the companies buys the whole of, or a controlling interest in, the share 

capital of the other company, or, alternatively, where a new company 

is formed to purchase the whole of, or a controlling interest in, the 

share capitals of the two existing companies. The procedure to be 

adopted and the attendant advantages and disadvantages are very 

similar in either event, so that it will suffice if we consider the latter 

alternative—namely, that whereunder a new company is formed to 

purchase the shares of the two existing companies. 

You will note that, under the Holding Company scheme shares 

and ‘not businesses are being bought and sold. There iis, therefore, no 

change in the constitution of the existing companies, each of which 

continues as a company to own and manage its business as before. 

What does happen is that the individual shareholders of each company 

give up their shares to the holding company in exchange for the 

shares of the holding company ; and thus, instead of being interested 

in the assets and profits of one company only, each shareholder in 

future becomes indirectly interested in the assets and profits of both 

companies, as he holds shares in the new company, which itself holds 

the shares of both the existing operating companies. The holding 

company is merely an investment or trust company, and its sole 

functions are to receive the dividends declared on the shares which it 

holds in the operating companies and to distribute them as dividends 

among its own shareholders. 

As soon as the holding company has becomethe sole or the domin- 

ant shareholder in each operating company, it can, by the exercise of 

its voting rights, appoint and remove the directors of the operating 

companies and can thus control the policy and management of such 

companies. The result is that the boards of the two operating com- 

panies, though still preserving their separate entities, work in 
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harmony with each other, and, in fact, there would, in all probability, 

be members common to both boards ; the businesses abandon waste- 

ful competition with each other, and disclose to each other the whole 

of their methods and organization to their mutual benefit; and by 

degrees all or most of the advantages accrue which would be reaped 

had the businesses themselves been merged in one, or their profits 

pooled. : 

As I intimated above, it is not necessary for the holding company 

to own the whole of the share capital of the existing companies; a 

controlling interest will suffice. But in cases where the whole of the 

capital iis not soheld, and there are in consequence other shareholders 

in the operating companies, the directors of each operating company 

must be particularly careful to avoid taking any step which, though it 

may be of advantage to the two operating companies as a whole (and, 

therefore, to the advantage of the holding company), may be detri- 

mental to their own company, and may, therefore, prejudice the 

outside shareholders. It is true that the outside shareholders would 

be in the minority, and so could not obtain redress at a general 

meeting of the operating company, as they would be out-voted ; they 

have, however, the right to make application to the Court, and the 

Court would see that their interests were properly protected. In cases 

where the control of the operating companies rests with the ordinary 

shareholders, and where there are preference issues which it is not 

desired that the holding company should purchase, it is not unusual 

for the holding company to guarantee, to the extent to which it may 

have income available for the purpose, the due payment of the fixed 

preference dividends of the operating companies. If, for example, the 

holding company—through its control of the operating companies— 

so managed the businesses as to divert the profits from one company 

to the other, one of the operating companies might find itself with 

insufficient profits to enable it to meet the dividend on its preference 

shares, while the other operating company might be earning large 

profits and distributing large dividends on its ordinary shares, which 

would be owned by the holding company. In such a case the holding 

company would, under its guarantee, make up the dividend on the 

preference shares of the defaulting operating company before paying 

any dividend on its own capital. 

A Holding Company scheme has an advantage over a Pooling 

Agreement in that it effects what amounts to a permanent merger of 

interests. At the same time the two operating companies exist as 

before, each with its own board, its own staff, its own registered 

offices, and its own books. 

You may ask at this stage “If the interests of the two businesses 

are, in effect, permanently merged under a Holding Company scheme, 

why not carry the matter a stage further, and, instead of forming a 

holding company, let one of the operating companies acquire the 
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business of the other, or, alternatively, let each operating company 

sell its business to a new company and then be voluntarily wound up 

—so that in either event there would only remain one company which 

would own both businesses, thus avoiding duplication of boards, staffs, 

registered offices, books, &c. ? ” 

If each of the operating companies has only one class of share 

capital—that is to say, ordinary capital, and has no debenture capital, 

then the probability would be that a complete amalgamation of the 

businesses as such would, on balance, be found to be the best means 

of merging interests. But, in practice, one finds that in many cases 

there are preference share issues or debenture issues, or both, and 

that these issues have been made at what are today regarded as low 

rates of interest or dividend. Under a scheme of complete amalga- 

mation, one or both of the operating companies would be liquidated, 

and, as a result of the liquidation, the debenture-holders and prefer- 

ence shareholders would have the right—under the debenture trust 

deed and articles of association respectively—to be paid off at par or 

even at a premium, whereas the current value of their securities 

might be very much under par. In theory, the value of a company’s 

business shoud be equal to the combined current values of its secur- 

ities; and if a part of the purchase price paid for that business is 

applied tin paying to certain security holders (namely, debenture- 

holders and preference shareholders) an amount which is in excess 

of the current values of their holdings, it follows that the balance 

available for the remaining security holders (namely, the ordinary 

shareholders) would be less than the current value of their holdings. 

Let us take, for example, the case of a company having £100,000 

4 per cent. debenture capital, £100,000 5 per cent. preference share 

capital, and £200,000 ordinary share capital, and let us assume that 

the profits are sufficient to pay a dividend of 10 per cent. on the 

ordinary shares, or alittle more. Under present-day money conditions, 

the 4 per cent. debentures might be worth 70 per cent. of their 

nominal value, the 5 per cent. preference shares 75 per cent. of their 

nominal value, and the ordinary shares par. The real value of the 

whole of the debenture and share capital would then be £345,000 

(namely, £70,000 for the debentures, £75,000 for the preference 

shares, and £200,000 for the ordinary shares). The ordinary share- 

holders would have the control of the company, and it would be for 

them to decide, assuming that a scheme for merger of interests with 

another company was under consideration, whether they should agree 

to a Holding Company scheme under which they would sell their 

ordinary shares to a holding company or to a scheme of complete 

amalgamation whereunder their company’s business would be sold to 

anew company. Under the Holding Company scheme they would 

receive in exchange for their shares shares in the holding company of 

the value of £200,000. But if they were to consent to a scheme for 
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complete amalgamation, then their company’s business would be sold 

for its true value, which, you will remember, was assumed to be 

£345,000, and the liquidator of the business would have this £345,000 

—either in cash or in securities of that value—to distribute among 
the debenture-holders, preference shareholders and ordinary share- 

holders of the vendor company in accordance with the provisions of 

that company’s debenture trust deed and articles of association. If 
the debenture trust deed provided for the debentures being repayable 

at par in the event of a liquidation, then the debenture-holders would 

receive £100,000 of the £345,000; and if the articles of association 

provided for the preference share capital being repaid at par on a 

liquidation in priority to the ordinary capital, then the preference 

shareholders would also receive £100,000 out of the £345,000. Between 

them, therefore, the debenture-holders and the preference share- 

holders would absorb £200,000 out of the £345,000, leaving only 

£145,000 to come to the ordinary shareholders, the real value of whose 

capital (on the basis of the existing company continuing to carry on 

its business as before) was £200,000. You will therefore see that, in 

this particular instance, a Holding Company scheme would be far 

preferable to a scheme of complete amalgamation, as under the 

former the ordinary shareholders would receive shares to the value 

of £200,000, whereas under the latter they would only receive shares 

to the value of £145,000. The debenture-holders and preference share- 

holders would, of course, be very much better suited by the scheme 

of complete amalgamation, as this would involve the liquidation of 

the company, thereby entitling them to be paid off at par ; it must be 

remembered, however, that they have not the control of the company, 

and, therefore, have no power of enforcing a liquidation, and there is 

no reason whatever why the ordinary shareholders should accept a 

scheme whereunder these holders of prior securities would receive a 

present of the difference between the current market value and the 

nominal value of their holdings. 

So you see that in cases where companies have debenture issues 

and preference share issues at low rates of iinterest, a Holding 

Company scheme does offer very material advantages to the ordinary 

shareholders as compared with a scheme of complete amalgamation. 

Another point in favor of a Holding Company scheme is that it 

does not entail, as does a scheme of complete amalgamation, the 

calling of meetings of the companies to obtain the shareholders’ 

consent to liquidation, and it avoids, of course, the trouble and dis- 

turbance of the Hquidation itself, involving the cancellation of 

tenancy, service, and other agreements with the old company and the 

entering into fresh agreements with the new company on possibly 

less advantageous terms. It not infrequently happens that the 

preference shares of an industrial company are ‘in the hands of the 

public, whereas the ordinary shares are in the hands of quite a few 
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members of one or two families. If the business of the company is 

sold, as would be the case under a scheme of complete amalgamation, 

the preference shareholders would probably have to be called together 

and their consent obtained to the liquidation and to the terms of the 

sale, and, later, their share certificates would all be called in and fresh 

certificates in a new company issued to them. If, however, it is 

merely the ordinary shares of the company which are being sold, the 

few ordinary shareholders may meet informally and agree the terms, 

and in due course hand over their share certificates in exchange for 

the share certificates of the holding company. 

There is one other direction in which a Holding Company scheme 

is often preferable to a scheme of complete amalgamation and that is 

as regards expense. One of the heaviest expenses in each case is that 

of stamp duties. There are two classes of stamp duty payable in such 

instances—namely, the duty on the transfer of an asset, and the duty 

on the share capital of the new company ; and the duties are in ratio 

to the amounts involved. Under the complete amalgamation scheme 

it is the whole business of the operating company that is sold, 

and, therefore, it is probable that the figures involved will be larger 

than in the case of the Holding Company scheme, where only a 

portion of the total share capital of the operating company (namely, 

the ordinary share capital) may change hands. The total stamp duties 

are, therefore, likely to be considerably heavier under the scheme for 

complete amalgamation than under the Holding Company scheme. 

So much, then for the advantages of a Holding Company scheme. 

Assuming that the interested parties had made up their minds 

that a Holding Company scheme was, in principle, the most accept- 

able under the particular circumstances of their case, the next question 

for them to consider would be the value to be attributed to the shares 

of the two operating companies which would be sold to the holding 

company. If the shares had a market quotation and if each set of 

shareholders was satisfied that the market quotations constituted a 

true reflection of real values, then the two sets of shareholders might 

be able to agree the prices between themselves. If, however, as is 

frequently the case, the shares have no market quotation, or if there 

are market quotations but such quotations are not a fair indication 

of real values, then in all probability the shareholders will have to 

be content to sign an agreement fixing the basis upon which the 

shares are to be appraised, leaving the actual valuation to be made 

in accordance with such basis at a subsequent time. 

It will be evident to you that inan ordinary case the only method 

of arriving at the value of the ordinary shares of a company is to 

value the whole of the assets of the company (including the goodwill 

of its business, if there is a value in the goodwill), and to deduct 

therefrom the total of the liabilities of the company. The excess of 

the value of the total assets over the liabilities represents the value 
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of the share capital, and (if there are preference as well as ordinary 

shares) it then becomes necessary to apportion this value as between 

the two classes of shares in order finally to arrive at the value of the 

ordinary shares. 

Now, it is necessary under a scheme of complete amalgamation 

to value the whole of the assets of the companies in just the same 

way, and to deduct therefrom the liabilities; though it is not 

necessary, from the new company’s point of view, to apportion the 

value as between the preference and the ordinary share capital of the 

old company, seeing that it is the old company’s whole business which 

is being sold, and not merely the ordinary share capital of that 

company. I will, therefore, defer any remarks upon the method of 

valuing the companies’ businesses until I comment on the last of the 

three schemes we are considering to-night—namely, a scheme of 

complete amalgamation. All that I need refer to at the moment is 

the method of apportioning the value of an existing company’s busi- 

ness between the preference and ordinary share capital of that 

company, as would be necessary under a Holding Company scheme, 

where only the ordinary capital would pass to the holding company ; 

and the only comment I need make on this is that the preference 

share capital would not necessarily be valued at par or at the amount 

which that class of shareholder would receive if the company were to 

go into liquidation. Under the Holding Company scheme the company 

does not go into liquidation, but carries on its business as previously ; 

and its preference shares would be valued on such a basis, that is to 

say, regard would be had to the degree of security they enjoyed both 

from a capital and also from an income point of view. For example, 

if one had to consider the case of a 5 per cent. cumulative preference 

share of £1 in a company carrying on an industrial business of a 

stable character, repayable in the event of a liquidation at 25s., 

covered, say, twice over by “tangible assets,” and covered from an 

income point of view, say, three times over, one might value such a 

share at anything between 13s. and 16s. Having regard to present 
money conditions it certainly could not be valued at par, and still less 

could it be valued at the sum which it would receive on liquidation— 

namely, 25s.—as liquidation would not be contemplated. 

We now come to the third and last scheme, which I have called 

the Scheme of Complete Amalgamation. Under this scheme one of the 

companies sells its business to the other company, or else both 

companies sell their businesses to a new company which would be 

formed to acquire them. Under the first alternative, only one of the 

companies (that is, the selling company) goes into liquidation, while 

the purchasing company continues as before, except that it is, of 

course, enlarged as a result of the acquisition of the other company’s 

business. Under the second alternative both companies go into 

liquidation and their place is taken by the new company, which has 
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bought both their businesses. The first course would very likely be 

adopted in cases where one of the companies has a considerable 

amount of debenture or preference capital at a low rate of interest. 

This company would be made the purchasing company, and it would 

issue to the other company additional share capital as consideration 

for that company’s business, without rendering its own debenture and 

preference issues liable to be repaid at par or at a premium, as would 

be the case if it also went into liquidation and sold its business to a 

new company. Another advantage in arranging for one company to 

sell its business to the other is that the expenses in the shape of stamp 

duties would be considerably less than if both companies were to sell 

their businesses to a new company. 

In cases, however, where the businesses owned by a number of 

companies, and not two only, are to be amalgamated it will probably 

be found preferable to form a new company to take them all over, 

instead of using one of the existing companies as the purchaser of 

all the other companies. 

I think it will simplify matters if we merely consider this 

evening the case of two companies which sell their businesses to a 

new company which has been formed to acquire them. But before 

entering into the details of the scheme itself, we have to ask what 

are the advantages which a scheme of Complete Amalgamation 

enjoys and which neither a Holding Company scheme nor a scheme 

for pooling profits reaps. 

Firstly, I think there is the advantage that when once the amal- 

gamation is consummated there is only one company, one board of 

directors, one staff, one organization. All these things make for 

simplicity and convenience. Secondly, all interests are fully and 

permanently merged; there is no question of contentious points 

arising each year as between the two parties, as might be the case 

with the Pooling Agreement ; nor are there any outside parties whose 

interests require to be watched and protected, as might be the case 

with the preference shareholders of the two operating companies under 

the Holding Company scheme. Thirdly, it is not unlikely that the one 

company would be able to raise fresh capital more cheaply from time 

to time in the future than the companies as separate entities would 

be able to do under the Holding Company scheme or the Pooling 

Agreement arrangement. Fourthly, the shareholders in the new 

company under the complete amalgamation scheme would probably 

be able to obtain a somewhat better price for their shares when they 

wanted to dispose of them than they would do as shareholders in the 

original companies or in the holding company. And, lastly there is 

the possibility that although many of the advantages of a merging of 

interests would be obtained under a Pooling Agreement and under a 

Holding Company scheme, they would not be reaped to quite the same 

full extent as would be the case under a complete amalgamation. 
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Perhaps I have already covered this point in calling attention to the 

convenience of having one board, one staff, and one organization, but 

it will, I think, bear repetition. 

We now come to the means by which the scheme is carried out. 

The first official step is for the directors of each company to call the 

shareholders together and obtain their consent to the amalgamation. 

But, as you will realize, this involves placing before the shareholders 

details of the proposed scheme, including, of course, particulars of the 

basis of valuing each of the businesses. What, therefore, happens in 

practice is that the directors of each company first meet together and 

agree upon the terms of the scheme, and after such agreement is 

reached they undertake to recommend the scheme to the shareholders 

of their respective companies for acceptance. 

It lis in the drawing-up of a scheme for the consideration of the 

boards of directors that the services of professional accountants are, 

as a rule, first requisitioned. We will now, therefore, place ourselves 

in the position of a firm of Chartered Accountants and assume that 

we are submitting a report to the boards of two companies outlining 

a scheme of complete amalgamation whereunder each company will 

sell its business to a new company which will be formed to acquire 

both businesses. 

The first point which we shall have to consider is that of the date 

as at which each company might most conveniently sell its business 

to the new company. This date can either be a past date or a future 

date, and the suggestion we should make would depend partly upon 

the dates when the ordinary financial years of the two companies 

closed and partly upon the extent to which the last Balance Sheet of 

each company could be utilized in connection with the valuation of 

the businesses. Perhaps an example can best explain my meaning. 

Let us assume that one company’s financial year ended in the ordin- 

ary way on the 30th November, and the financial year of the other 

company on 31st December, and that we were submitting our report 

outlining an amalgamation scheme in September 1919; we should 

then have in our hands the last issued Balance Sheet of each company, 

dated in the one case 30th November 1918, and in the other case 31st 

December 1918. And let us assume that, on making inquiries as to 

the manner in which the Balance Sheets had been prepared we found 

that in regard to stock-in-trade it had been the practice of one com- 

pany to omit from ‘its inventories altogether certain stock regarded 

as not readily saleable, and to consider that the value of this stock 

would, broadly speaking, off-set certain deterioration which had 

occurred in other stocks and which was not specifically provided for 

by any deduction in the stock sheets from the cost of such stocks. 

Further, let us suppose that in regard to loose tools we found it to 

be the practice of the other company to hold such tools up in its 

Balance Sheet at a round sum, instead of making an inventory of the 
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tools at the date of the accounts and valuing them ; its reasons being 

that it wished to avoid the trouble of making the inventory and was 

satisfied that the figure in the Balance Sheet was on the conservative 

side. We should, I think, come to the conclusion that the records of 

the two companies as at 30th November 1918 and 31st December 1918 

respectively were not sufficiently correct to permit of the assets being 

accurately valued as at those dates; and we should, therefore, take 

the view that the businesses should be valued and pass to the new 

company as at a future date, say 3lst December 1919. In this event 

the first company would balance its books and prepare its Balance 

Sheet a month later than usual, namely, at 3lst December instead of 

at 30th November; while the second company would keep its usual 

date, namely, 3lst December. For. the purpose of these Balance 

Sheets, the companies would arrange for accurate inventories of 

stocks and of loose tools to be taken, and for the protection of each 

company it would probably be decided that these inventories should 

be verified and valued by independent valuers. The figures thus 

arrived at could then be used in ascertaining the values of the 

businesses, 

Even assuming, however, that the book figures of stocks and 

loose tools at 30th November and 31st December 1918 could be taken 

as representing correct values, there would be another objection to, 

taking these past Balance Sheets as a basis for valuing the businesses 

—namely, that by the time the agreement for the sale of the busi- 

nesses was signed, there would be nearly another year’s profits in 

each business, less, of course, any dividends which might have been 

distributed. If I enter into an agreement on, say, the 30th November 

1919 to sell you a business as at 31st December 1918, it is true that 

we both may be able to ascertain from the Balance Sheet of 31st 

December 1918—coupled with a valuation of fixed assets and of 

goodwill, to which I shall allude later—what the exact value of that 

business was at that date; but what we shall not know at the time the 

agreement is signed is what have been the profits of the eleven 

months from 1st January to 30th November 1919 which have accrued 

in the business. I am giving you those profits, whatever they are, and 

I shall want to be compensated for them in some shape or form, 

probably by asking you to pay me interest on the purchase considera- 

tion at some fixed rate from 1st January 1919 to the date when the 

agreement is signed and the purchase money paid. If we can agree a 

rate of interest between ourselves, well and good; but you, as the 

purchaser of a business about which I know everything and you know 

very little, might well object to this arrangement, as it would mean 

that you would pay me a fixed sum for the right to certain profits the 

amount of which you had had no means of estimating with any 

accuracy. 

I have described above a case where all the circumstances are in 

favor of taking a future date as the date of sale. Under other 
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conditions, however, it may be found that a past date is preferable. 

Let us suppose that each of the companies prepared its annual 

Balance Sheet as at 31st July, in which event we should, in drafting 

our report in September 1919 outlining an amalgamation scheme, 

have in our possession Balance Sheets which had only recently been 

prepared and audited. Let us assume, further, that at the time when 

the Balance Sheets were prepared neither company had in mind that 

they would be used in connection with the ascertainment of the 

values of the businesses, and that each company had prepared 

complete inventories of stocks and a proper valuation of loose tools. 

If we were able—as prima facie we would be—to recommend 

that the businesses be taken over by the new company as from 31st 

July 1919, we should save the existing companies the trouble of 

preparing further Balance Sheets, and, assuming that the scheme 

were adopted by the shareholders and an agreement embodying the 

basis of the valuation signed on 30th November 1919, many of the 

figures upon which the valuation would be based could then be gone 

into immediately, instead of there being a delay of a further two or 

three months, as would be the case if a special Balance Sheet had to 

be prepared by each company as at 31st December 1919. It is true 

that there is still an unknown quantity, namely, the exact profits of 

the four months from 1st August to 30th November 1919—and that 

‘in respect of these each company would have to agree to be credited 

with interest at a fixed rate on the purchase price of its business when 

ascertained ; but four months is not a very long period, and in view 

_of the other conveniences of adopting a past date as the taking-over 

date, it is probable that the companies would be quite willing to 

accept this somewhat arbitrary basis. 

We will assume that in the case with which we are dealing each 

company’s financial year ends on 31st July, and that after inquiry as 

to the records of stock-in-trade and of loose plant and tools, we are 

able to recommend—in the report which we are submitting in Septem- 

ber 1919—that the businesses be acquired as from ist August 1919, 

and that the new company shall pay to each vendor company interest 

on the purchase price of its business from 1st August 1919 to the 

date when the new company shall issue its shares as consideration 

therefor. In other words, we shall take as a foundation the Balance 

Sheets of each company dated 31st July 1919, which will have been 

recently audited and would be in our hands. 

What are our recommendations to be in regard to the method of 

valuing the various assets of each business as at that date ? 

Let us assume that neither company has any figure inits Balance 

Sheet in respect of the goodwill of its business; that each company 

owns land, buildings, and fixed plant, which it has written down in its 

books to sum representing considerably less than their true worth ; 

and that the other assets consist of loose plant and tools, stock-in- 

trade, and work in progress, investments, debtors, and cash. 
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Firstly, as regards the land, buildings and fixed plant. It is 

possible that the companies may agree the values of these assets 

between themselves, or may decide that they can be valued at their 

original cost, less depreciation at certain rates. If, however, as is not 

improbable, the values cannot be agreed in this way, the services of 

an independent expert valuer would need to be requisitioned. The 

companies would write the valuer a joint letter asking him to make 

a valuation of the assets in question, and indicating the basis on 

which the valuation was to be made. For instance, in regard to 

buildings and plant, they might instruct him to make a valuation on 

the basis of pre-war replacement costs, or on the basis of present-day 

replacement costs; the two bases are, as you will appreciate, very 

different, as buildings and plant now cost two or three times as much 

to construct or purchase as they did before the war. I should mention 

here that if the same proportion of the value of the whole business 

of each company is represented by buildings and plant, then it does 

not really matter, as between the two companies, whether these 

assets are valued on a liberal basis or on a conservative basis, as the 

chief object of the valuation is to arriive at the relative values of the 

two businesses, and not necessarily the actual values of each. 

The valuer will make his valuation in the autumn of 1919, but it 

is to comprise the fixed assets in existence at 31st July 1919 ; he will, 

therefore, ascertain—or will ask us to ascertain for him from the 

books—what fixed assets have been purchased between the 31st July 

1919 and the time when he conducts his valuation, so that he may 

exclude these. If any fixed assets which were in existence at 31st 

July 1919 have been disposed of between that date and the time of 

the valuer’s visit, they would also require to be included in the valu- 

ation ; but I think we may take it for granted that neither company 

would forget to bring any such circumstances to the valuer’s notice. 

Then, as regards the loose plant and tools, we will assume that 

we come to the conclusion that the records which each company has 

maintained of these can be taken as correct, and as representing fair 

values ; we, therefore, make the suggestion that the book figures at 

3ist July 1919 can be taken for the purposes of the valuation. It 
might, as you may imagine, be a difficult, though not an impossible, 

task for a valuer to attend several months after the 31st July 1919 

and work his valuation of loose tools back to that date, as there would 

probably be no record of tools worn out and scrapped during the 

intervening period—and, as you know, the scrapping of the worn-out 

tools tis of daily occurrence. 

In regard to the stock-in-trade, we will assume that each company 

had prepared at 31st July 1919 a complete and accurate inventory, 

with a full description of the material and details of quantities or 

weights. This being the case, it would only be necessary to see that 

the prices attached to the various stocks were fair as between the 
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one business and the other. It would not be sufficient to ascertain 

that the stocks had been priced at cost, less allowances for any 

depreciated or obsolete stocks ; it would be necessary to be satisfied 

that if each company held the same classes of stock and in the same 

condition, such stock was priced at the same figure in each case. It 

must be remembered that the valuation is for the purpose of deter- 

mining the price to be paid by the new company for the stock-in-trade 

of each existing company ; and it is obviously fair to all parties that 

for the same class of stock the new company should pay the same 

price to each existing company. The same principle should apply to 

the raw material included in any work in progress at 30th June 1919 

which the new company is acquiring, but in regard to the labor, &c., 

included in the value of the work in progress, it will probably be 

sufficient to see that each company has included such costs on the 

same basis, or, if not, to make the necessary adjustments to bring the 

figures into line. For example, one company may have included a 

portion of its establishment charges in the value of its work in 

progress, whereas the other may have excluded such charges alto- 

gether ; in this case the figures of one company would require to be 

amended in order to make them uniform with those of the other 

company. 

The next asset to consider is investments. If these consist of 

securities having an active market the question of valuation presents 

no difficulty, as the market quotation can easily be ascertained. If, 

however the investments have no market quotation, then special 

steps must be taken to value them, and it is not unusual in such 

instances for the amalgamation scheme to provide that the value of 

the investments is to be arrived at by a firm of independent account- 

ants, whose decision shall be final and binding. The accountants 

would in such a case call for the Balance Sheets of the particular 

companies for a series of past years, and for any other relevant data 

which might be available, and would review the assets, liabilities, and 

profits. It not infrequently happens that a company holds the whole 

of or a controlling interest in the share capital of a company carrying 

on a similar or allied business; and if this shareholding is a very 

valuable one, then the accountants may find it necessary to follow 

exactly the same procedure in valuing the shares in this subsidiary 

company as is being followed, under the amalgamation scheme, in 

valuing the shares of the main company—including the employment 

of valuers to value premises, plant &c. 

The valuation of the book debts does not present any material 

difficulty as the debts are in effect valued at what they ultimately 

realize. By the time the valuations of the various other assets are 

complete, the great majority of the book debts outstanding at 31st 

July 1919 would probably have been collected, and in view of this both 

the companies would probably be agreeable to a clause being inserted 
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in the amalgamation agreement to the effect that the book debts of 

each company at 31st July 1919 were to be valued at a sum equal to 

the total amount collected in respect thereof from 1st August to 30th 

November 1919, plus such sum as a firm of independent accountants 

might certify as fairly representing the value of any debts contracted 

up to 30th June 1919 but uncollected by 30th November 1919. 

The only remaining asset (other than goodwill, to which I shall 

refer in a minute or two) is cash at bankers and in hand—and no 

question arises on the valuation of this. 

By the means I have described above we should provide for the 

valuation of all the assets of each business at 31st July 1919, exclus- 

ive of goodwill. In regard to the liabilities at 31st July 1919, the 

scheme would probably proceed on lines similar to those on which the 

value of the books debts was arrived at ; that is to say, the figures of 

liabilities appearing in the Balance Sheet would not be accepted as 

final, but the exact amount of the liabilities would be ascertained in 

the light of the subsequent payments in discharge thereof. In other 

words the vendor company would agree that if any liabilities were 

ultimately found to have been omitted from the Balance Sheet, they 

would have to be brought into account in valuing the business. 

If from the total of the values of the assets at 31st July 1919, 

ascertained in the manner I have described, there is deducted the 

total of the liabilities at the same date, the value of the business is 
' arrived at, assuming that there is no value in the goodwill. If there 

is a value in the goodwill, it must be computed and brought in. How 

are we to suggest that it should be ascertained or measured ? 

Goodwill has, I believe, been defined as the benefit arising from 

connection and reputation. If the actual or prospective earnings of a 

business do not represent anything more than what may be called a 

commercial return on the capital actually employed in that business, 

goodwill cannot be said to exist. If, for instance, I inaugurate an 

engineering business, and purchase premises and plant and provide 

the necessary floating capital, and if after the business has become 

fully developed it does not earn, and seems to have no prospect of 

earning, anything more than, say, 7 per cent. or 8 per cent. on the 

capital I have sunk in it, I cannot. if I want to sell that business, ask 

a purchaser to pay me for it anything more than I have put into it— 

_in other words, there is no value in the goodwill. The value of the 

goodwill of a business may, then, I think, be defined as the capitalized 

value of what may be called the anticipated “super-profits” of that 

business—that is to say, the capitalized value of the profits in excess 

of a figure representing a fair commercial return upon the capita] 

employed in the business. 

Now, in order to estimate the anticipated profits of a business, 

we can only, in the great majority of cases, base our calculations upon 

past results, Therefore, in order to arrive at the value of the goodwill 
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of a business, it is usual to select a series of past years the results of 

which it is thought may fairly be taken as indicative of the future, 

and to ascertain the average capital employed in the business during 

those years and the average profits earned in such years. After 

deducting from this average figure of profits asum representing what 

is thought to be a fair commercial return upon the average capital 

employed, there remains a figure representing the average super- 

profits—and a certain number of years’ purchase is applied to this 

figure, and the result is taken to be the value of the goodwill. 

In the report which I assume we are submitting we shall have to 

make suggestions, firstly, as to the exact series of years which should 

be taken as a basis; secondly, as to what percentage should be 

regarded as representing a fair commercial return upon the capital 

employed; and, thirdly, as to how many years’ purchase should be 

applied to the figure of “super-profits.” 

As regards the series of years to be taken as a basis, we cannot, 

of course, make a suggestion without reviewing in a general way 

the financial results of each business for, say, ten or so past years, 

and considering to what extent the results of each year can be taken 

as indicative of the future. Before the war one found that in the 

majority of cases the series of years taken varied between three and 

six, that is to say, between the last three and the last six financial 

years completed prior to the amalgamation. Nowadays, however, the 

position is complicated by the fact each of the last five financial years 

includes a war period, and, as you know, the war has influenced 

profoundly the financial results of nearly every business, to the 

benefit of some and to the detriment of others. Too much importance 

should not, therefore, be attributed to the abnormal profits of a period 

which is certainly exceptional, and, we will hope, unique. We should 

therefore, probably conclude that it would not be fair to take war 

years only, and our choice would, therefore, lie between pre-war years 

only, or a period including both pre-war and war years ; in this latter 

event we should presumably have to take into account the results of 

eight or ten years altogether. Very much would depend upon the 

nature of the businesses, the trend of their profits, and the manner 

in which such profits had been earned. 

The next matter upon which we have to advise is that of the 

percentage which should be taken as representing a fair commercial] 

return upon the capital employed in the business. Here, again. a 

good deal might depend upon the character of the businesses and the 

nature of the capital employed in them. I think we should be safe in 

assuming that it would be very unlikely that we should in these days 
suggest arate under 7 per cent. ; and I think the probability would be 

that our rate would not exceed 10 per cent. 

There remains the question of the number of years’ purchase to 

be applied to the “super-profits,” that is to say, to those profits in 
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excess of the profits representing the commercial return on the 

capital employed. Here it is impossible to lay down any rules or even 

to fix upper and lower limits ; everything depends upon the character 

of the businesses and their past history. If the businesses are inher- 

ently of a stable character, have been profitably carried on for a 

great number of years, and do not depend, for their present success, 

upon the skill or enterprise of one or two men only, then it is obvious 

that a higher number of years’ purchase could be applied to the 

“super-profits” than if the businesses were of a speculative nature, 

were largely dependent, perhaps, on the caprice of the public, or if 

they were specially affected by fluctuations in prices of raw material, 

or if they owed their success to the personal influence or the personal 

skill of a particular director or manager. I think, however, it would 

be correct to say that in the majority of cases the number of years’ 

purchase applied to the “super-profits” will be between four and eight. 

You will appreciate that the calculations necessary in order to 

arrive at the average capital employed in a business during a series 

of years, and the average profits earned during the same years, will 

not, or may not, be very simple. It is usual for the amalgamation 

agreement to lay down the general lines on which the capital and the 

profits are to be calculated, and to provide that a firm of independent 

accountants shall inspect the books of each company and prepare or 

check the necessary statements embodying the calculations. It would 

further be provided that if any difference of opinion should arise 

between the companies as to the manner in which any items should be 

treated, the matter would be referred to the independent accountants, 

whose decision would be final and binding upon both companies. 

In computing the average capital employed during each year, the 

mean could be taken between the figures at the beginning and end of 

the year, suitable adjustments being made in respect of any fresh cap- 

ital introduced or dividends distributed during the year. In other words, 

the accretions to capital by reason of the profits earned during the 

year would be treated as accruing evenly over the year. Nothing 

would be included in the capital in respect of goodwill. The figures 

utilized in respect of premises, plant, &c., would not necessarily be 

the amounts at which such assets happened to stand in the books of 

the businesses during the period in question ; the fair value of these 

assets would be taken, and this fair value would be arrived at by 
taking the valuer’s valuation of these assets as at the date of amal- 

gamation and working back from the valuation figures by taking into 

account addtions to these assets during the intervening time, and also 

by taking into account depreciation at such rates as the valuers might 

certify to be fair and reasonable. In other words, the Ledger Accounts 

relating to land, buildings, and plant would be reconstructed right 

from the commencement of the period of which the profits are to be 

taken as the basis for arriving at the value of the goodwill. You will 

see, therefore, that after these various adjustments have been made, 
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the figures of average capital employed may be very different from 

what the companies’ Balance Sheets may show them to be. 

As regards the average profits earned, here again quite a number 

of adjustments would or might require to be made in the figures as 

shown by the companies’ annual accounts. The profits would be 

arrived at before charging income-tax, and after charging in respect 

of depreciation such sums as the independent valuers certify to be in 

their opinion proper. Any capital expenditure or capital losses 

written off to Revenue would, of course, be written back; any items 

of an extraordinary and non-recurring nature, whether they are 

charges or credits, would be eliminated. It would probably be consid- 

ered fair to charge as an expense in arriving at the profits any 

payments for excess profits duty and munitions levy, though this is a 

point on which a contrary view may in certain instances be permis- 

sible; one can only arrive at a conclusion after considering the 

circumstances of a particular case. 

I have by no means exhausted the questions which frequently 

arise in connection with the ascertainment of the goodwill; but I 

think I have said enough to give you a general idea of the principles 

involved. As you will have gathered, the matter is essentially one 

where the services of skilled and experienced accountants must be 

utilized, both as regards the framing of the basis and also the 

working out or checking of the detailed calculations. 

Our scheme is now nearly complete. We have dealt with the 

question of the date from which the new company should acquire the 

two businesses ; we have described in detail how the businesses should 

be valued ; and it only remains to comment on the consideration to be 

given by the new company for the businesses, which consideration is 

to take the form of shares of the new company. 

Let us assume that, under our scheme, the value of business A is 

found to be £100,000, of which £70,000 is represented by what may be 

called “tangible assets,” less liabilities. and £30,000 goodwill; and 

that the value of business B is £150,000, of which £80,000 is repre- 

sented by “tangible assets,” less liabilities, and £70,000 by goodwill. 

The new company will, therefore, take over tangible assets, less 

liabilities, amounting to £150,000 (namely, £70,000 from business A 

and £80,000 from business B), and goodwill, which has been valued at 

£100.000 (namely, £30,000 in the case of business A and £70,000 in 

the case of business B). 

On ascertaining these figures we must not immediately jump to 

the conclusion that the new company will allot to Company A £100,000 

of its shares, and to Company B £150,000 of its shares ; that is to say, 

that it will purchase the business of these companies at the figures 

brought out by the valuations. As I have already intimated, the main 

object of the valuations is to arrive at the relative values of the 

businesses; and in the instance I have given, the relative values are as 
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£100,000 is to £150,000, or as 2 is to 8. It would be immaterial, as 

between the existing companies, whether the total purchase price of 

both businesses together were £250,000 or £150,000, or £350,000, so 

long as the total purchase consideration was payable in shares 

representing the whole of the issued capital of a new company and 

so long as of those shares Company A _ received two-fifths and 

Company B three-fifths. If the total purchase price were fixed at 

£350,000, as compared with a real value of the businesses of £250,000, 

then the shares of the new company would not be worth their 

nominal value; and if, on the other hand, the total purchase price 

were fixed at £150,000, then the shares of the new company would be 

worth more than their nominal value. But in each case the real value 

of the total shares which the new company has to allot would obviously 

be exactly the same. ; 
When once the relative values of the businesses have been ascer- 

tained, it becomes a question of policy for the two vendor companies 

to decide jointly whether the new company shall be capitalized on a 

high or a low basis. If it is capitalized on a low basis, then the new 

company’s Balance Sheet would certainly look stronger, as the figure 

at which the goodwill would stand would be reduced. On the other 

hand, there are certain arguments in favor of capitalizing on a high 

basis, one being that the earnings of the two businesses when amal- 

gamated might be expected to be considerably higher than the 

combined figure of the past profits. Another reason which influences 

directors of companies against capitalizing on too conservative a 

basis is the possibility that at some future time taxation of profits 

may be imposed varying in some way with the ratio which the profits 

bear to the capital employed as shown by a company’s books. Yet 

another reason is that if the capitalization is unduly low, the percent- 

ages of the dividends paid will be correspondingly high, and some 

owners of businesses think that workpeople are apt to be influenced, 

in making demands for increased wages, by the rate of the dividend 

which a company pays on its share capital, without considering or 

inquiring about the basis on which the company was capitalized. 

The only point left to consider is the form which the share capital 

of the new company shall take. The obvious alternatives are whether 

it should consist of ordinary shares only or whether a portion of it 

should be represented by prior securities such as debentures or pre- 

ference shares. An issue of ordinary shares only has, of course, the 

merit of simplicity, but an issue of preference shares is often 

convenient, as it can be ‘arranged that such shares shall carry no 

voting rights unless their fixed dividend is in arrear, or unless 

matters arise which directly affect the preference shareholders’ 

interests. A shareholder in a vendor company who under an amalga- 

mation scheme receives his share of the consideration partly in 

preference shares in the new company and partly in ordinary shares, 
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can thus sell his preference shares at any time without lessening his 

voting rights. Furthermore, preference shares, as having a stable and 

well secured income, are more in favor than ordinary shares for the 

purpose of family trusts. Somewhat similar remarks would apply 

to debentures, 

If each of the two vendor companies receives the same proportion 

of the shares allotted to it in the form of preference shares, and the 

same proportion in the form of ordinary shares (say, for example, 

ene-third in preference and two-thirds in ordinary shares), then it 

does not matter, as between the two vendor companies, whether the 

preference shares carry a high or a low rate of dividend, because 

what each loses by reason of the preference dividend being low it 

would gain by the profits available for the ordinary dividend being 

correspondingly higher. But if the new company is capitalized, for 

example, on the basis of issuing to each vendor company preference 

shares for the net tangible assets acquired from that company, and 

ordinary shares for goodwill, then, of the total share capital which it 

issues to each vendor company, it is probable that the same propor- 

tion will not in each case be represented by preference shares, and 

the same proportion by ordinary shares. In such circumstances it 

will be important to attach such a rate of fixed dividend to the 

preference shares as will make them equal in value, per share, to the 

ordinary shares at the time when the amalgamation is effected. 

In the majority of instances, I think it will be found preferable 

to keep the ratio of preference shares to ordinary shares the same as 

regards the allotment made to each vendor company. This avoids any 

inequality of treatment as between the two companies by reason of 

the preference dividend being fixed at a high or a low figure. 

Incidentally, I might mention that one objection to fixing the rate too 

low is that if the new company wishes to make a further issue of 

preference shares at any future date, ranking pari passu with the 

original issue, and the fixed rate of dividend is on the low side, it 

may be difficult to obtain subscriptions for the shares at par, and, as 

you know, it is illegal for a company to issue shares at a discount. 

Each vendor company having sold its business to the new 

company, and having received the purchase consideration in the form 

of shares in the new company, goes into voluntary liquidation and 

distributes these shares among its own shareholders according to 

their rights. 
I think this is all I have to say upon the last of the three schemes 

for merging interests. I must apologise for occupying more of your 

time than I had intended when first I began to prepare this paper, 

but I found as I went along that a number of points arose which I 

could not ignore altogether if I were to place before you, even in 

broad outline, a complete picture. I thank you for the patient 

hearing you have given me. 
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THE ACCOUNTANCY PROFESSION * 

By WILLIAM CASH, F.C.A. 

(President of the Institute of Chartered 

Accountants in England and Wales) 

The work of a professional accountant to-day embraces interests 

of the widest nature, and extends into every sphere of commercial 

activity. The Profession is fitted, by the experience of its members, 

to take a leading part in solving the great and difficult problems that 

confront the world to-day. Mr. William Cash, President of the 

Institute, in his able address at the recent Conference in London, 

said that the confidence of the public in the Profession was due tol 

three characteristics of its members—Hard Work, Scrupulous Care, 

and Absolute Rectitude. The following extracts from his address are 

worthy of the most careful consideration. 

The very large number of articles of clerkship registered is evi- 

dence of the desire of young men to enter the profession and the 

belief that it is a desirable calling. This belief, I am confident, is well 

founded. The training alone is a valuable equipment for almost any 

business career, and for a young man, membership of our Institute is 

a substantial qualification for such posts as secretary of a company, 

accountant to an industrial undertaking or municipal corporation, or 

financial manager for any corporate body or landed proprietor. Cer- 

tainly the demand is ever present for such trained men at home and 

particularly for positions of trust abroad of a similar character. 

The extension into foreign countries of many of our largest firms 

also affords opportunity for many young men to take up work of an 

interesting and responsible nature; so that although it may not be 

easy for a young man to start in practice on his own account, we may 

say with confidence that the profession is not a blind alley, but can, 

and does, provide many openings for those who adopt it as their own. 

Professional Discipline 

As you are aware, our Charter contains provisions for enforcing 

discipline in professional conduct among our members. Complaints 

may be lodged by anyone, fellow members or the public, and machinery 

exists for dealing with such matters. The Council have always been 

very jealous of these powers. They are not prosecutors, anxious to 

condemn. They are concerned to protect the members against unjust 

or ill-founded complaints, although for the honor of the profession 

they are equally anxious to uphold the high standard of conduct that 

applies to our body. I must be pardoned for alluding to this matter, 

*Extracts from the Address of the President of the Institute of 
Chartered Accountants at the 12th Autumnal Meeting held in London, 
October 11th to 13th, 1921. 
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for the reason that I desire to call attention to the fact that the num- 

ber of cases with which the Council are called upon to deal is extra- 

ordinarily small, and the character of such cases as arise is peculi- 

arly light. These facts are eloquent testimony, as I suggest, to our 

right to retain the confidence of the public which we have won. 

Amalgamation of the Profession 

This leads me to the consideration again of the question that has 

been debated within these walls on many occasions in pre-war days, 

as to whether any scheme of amalgamation or unification of the 

accountancy profession is desirable or feasible. There can be no 

wish on our part to say one word that is derogatory of any other 

body of accountants. They number many men of undoubted skill, 
ability and integrity. But any scheme which contemplated any 

approach to monopoly would encounter violent opposition, and would 

in any event be linked with so many qualifications that it would not 

be all embracing, and for any advantage that might be received 

would probably involve a very heavy price. Moreover, I doubt if it 

would confer any real advantage on the public, or even on our 

members. 

To our younger members, who by service under articles and ex- 

amination have secured admission to the Institute, the opening of 

some easier door of entry to others now outside would, I believe, be 

extremely unwelcome. 

Effect of the War on the Profession 

Particularly, however, I desire to emphasize the extraordinary 

development that has taken place by reason of the great war. 

At the very outbreak of hostilities, members of the profession 

were called upon for assistance in connection with the many financial 

problems that immediately arose. 

The break in international financial relationships throughout the 

civilized world necessitated special legislation and extraordinary 

measures for the protection of our national interests and the control 

of activities in banking, trade, and commerce built up here and in our 

colonies ‘by foreigners who were then alien enemies, but had previ- 

ously enjoyed every facility for the foundation of businesses, both 

large and small, throughout our communities. 

The public learnt something, but I venture to think that account- 

ants learnt more of the extraordinary ramifications of these busi- 

nesses, and how wide and deep-rooted were their foundations. Almost 

imperceptibly certain lines of commerce and finance had been passing 

more and more into foreign hands; but war, when declared, broke the 

threads, and I think we may now say that in many cases those threads 

will not be rejoined, and that our control will permanently be re- 

established. 

There was at once a demand for the skilled and trained account- 

ant, accustomed to deal at short notice with a crisis, such as suspen- 
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sion or forced realization brings about; and there followed to the 

profession a flow of business in matters of great complexity to be 

dealt with under novel conditions in the control, supervision and reali- 

zation of the alien enemy undertakings that existed throughout the 

country. 

But perhaps the most important work undertaken by members 

of our body was in connection with the new Government Departments, 

organzied to meet war exigencies, and at the War Office and the 

Admiralty, at the Ministry of Munitions, and in the Government 

Trading Departments in food, timber, sugar, etc., by advice, in or- 

ganization, in financial control, in regulation of contracts, there were 

found most of the leaders of the profession, and a very large number 

of the younger members also, whose training and capabilities were 

invaluable in setting in motion and carrying on the enormous under- 

takings that were created for the necessities of the war. 

I have referred to these matters not in any boastful spirit. We 

are very proud to think that our members were able and capable of 

performing work of real value to the nation in the time of war but 

I cite these facts to show the extraordinary expansion that war 

brought to the profession, and the added status that has remained. 

Moreover, the special knowledge, as, for example, in costing, which 

this work gave to many Chartered Accountants, remains as a very 

valuable legacy for use in commercial matters on a return to peace 

conditions. 

Before I pass from war work I should be very remiss if I failed 

to remind you of our war record in the field. A permanent memorial 

in this building will record the names of 184 members and 318 articled 

clerks who gave their lives for the country. It is a proud and splen- 

did achievement of these very gallant gentlemen who exchanged the 

pen for the sword, and whose offering was crowned by the highest 

sacrifice. In a relatively few years their names inscribed here will 

be to the next generation names and little more, but their gift will be 

a glorious heritage which our successors will esteeem no less highly 

than we do to-day. 
Professional Work To-day 

A retrospect of war work carries us back some eight years only. 

I want you to bear with me for a few minutes while we look back a 

little further. 

The character of our work has changed, and become in the 

change much more important and valuable. In numberless businesses 

of every character the auditor has become the adviser and expert 

whose assistance is eagerly requested. On questions of financial pol- 

icy, on the raising of capital, on distribution of profits, on costing, and 

so forth, his advice is deemed to be essential, and further, in organi- 

zation generally, his help has been sought and valued. In many a 

business, proper statistical records intelligently applied, have led from 
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difficulty and approaching disaster to smooth working and substan- 

tial success. 

The older scheme of the auditor or accountant tied down to 

laborious checking of a routine character, and a mere methodical, 

mathematical accuracy, has passed away. I fancy in many cases the 

auditor was then regarded as a necessary evil, a bore and a nuisance, 

although of some value no doubt as a check against possible fraud. To- 

day I believe he is regarded as a valuable friend and ally on the road 

to success, and an essential adjunct to every business. As an obvious 
result, we find Chartered Accountants engaged in the direction of 

many important concerns. They have found their way into Parlia- 

ment, and in municipal affairs they have often come to the front. 

The Lord Mayors of Liverpool, Manchester and Leeds in the last few 

years have been Chartered Accountants, and so is the present Lord 

Mayor-elect at Sheffield, and in the City Corporation here in London 

we are very well represented. 

Gentlemen, these positions and this advance have been secured 

by three things—hard work; scrupulous, even meticulous care; and, 

above all, a reputation for absolute and complete rectitude. 

So long as the profession sets for itself the ideal that the certifi- 

cate or signature of a Chartered Accountant is unimpeachable, and a 

‘guarantee of a true and correct view of the affairs which he exam- 

ines, so far as is possible for him to vouch, so long will the public 

continue to value, as they do to-day, the title we are proud to bear, 

and will entrust us with the work they now send us. 

We ask for no more, and I claim that we are more fully qualified 

and capable of carrying out these functions so essential to public life 

and commerce than any body of men which could be organized under 

a system of State control for audit or other like duties in connection 

with, let us say, for example, banks and railways. 

—and in the Future 

From the past, may I turn to the future. You will admit that 

as a nation we are living in a time of great difficulties, and if you 

examine these difficulties they nearly all resolve themselves into ques- 

tions of finance. I need only enumerate international finance, capital 

and labor, the state of trade, taxation, national expenditure, the cost 

of living. 

Take capital and labor. Labor demands a larger share of the 

fruits of industry, and we are trending obviously in this direction 

through some system of co-partnership or profit-sharing, which will 

give labor some interest in capital, and which may ensure for the 

workman some security of employment and provision for old age. 

Any system of sharing profits will require definite ascertainment of 

these profits; any additions to the workers’ share will involve the 

question as to whether the particular trade or industry can bear the 

particular allocation; and these questions have to be solved at a 
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time when impoverishment by war burdens and a world-wide reac- 

tion after universal hostilities are a terrible brake on industrial 

development. 

That these problems are not peculiar to England is to me a 

source of some comfort. If, for example, we turn to America, we find 

that in the United States the position is very similar, and the diffi- 

culties are identical. 

The railways, which there had been controlled, now find them- 
selves in financial difficulties. Wages are said to be too high and 

are being reduced; trade is bad, and the unemployment question is 

serious. It was stated quite recently that the total unemployed men 

and women in America, mostly in the large towns, was between five 

and six million, and that in New York alone numbered 500,000, and 

the National Government have convened a conference to consider the 

best means of solving the problem. A revival of trade is spoken of, 

dependent, however, on a readjustment downward of wages. One 

watches here for signs of renewed activity, and I think some tendency 

in this direction may be discerned, but while so many of our former 

markets are practically closed by reason of the impoverishment of our 

customers, the recovery of our foreign trade must perforce be slow. 

These are very large questions, but I believe that the Chartered 

Accountant of experience, with his special knowledge derived from 

his close connection with current business of every description, is 

particularly well qualified to assist and advise in the solution of the 

problems. 
National Finance 

I ask you to bear with me while I add a few words on the national 

question of finance, which, in the eyes of all thoughtful men, must 

loom so largely to-day, and which comes before us all in the concrete 

form of taxation. This is in two sections—imperial and local—but 

both are closely connected, because local taxation is relieved by grants 

from the Imperial Exchequer, but local expenditure is*simultaneously 

increased by the carrying into effect of social services enacted by 

Parliament for the benefit of certain sections of the community, and 

classed under the general title of social reform. Now, these burdens 

have become extremely heavy, insomuch that they are often described 

as crushing, and there can be no doubt that some remedy by mitiga- 

tion of the burden is ardently desired and may be essential if industry 

and trade are to prosper again. 

We are face to face, as a nation, with great difficulties, and are 

so near the object that our perspective is out of adjustment, and we 

often, as I think, fail to realize the fundamental changes that are tak- 

ing place. ; 

The war, which provided us with the most magnificent examples 

of self-sacrifice of individuals and whole communities, of unity of pur- 

pose throughout our own Empire and the Dominions over seas, seems 

now, by a process of reaction, to have left us in a back-wash wherein 

369 



THE CANADIAN CHARTERED ACCOUNTANT 

sectional effort and bickering have taken the place of national welfare. 

Democracy is an easy word, but democracy, without discipline and 

obedience, is a dangerous thing. Every man desires the well-being 

and betterment of his fellows, but the nation seems to me to forget 

that we are nationally vastly poorer than we were some years ago, 

and have to shoulder in our war debt and our war pensions two 

burdens which were then unknown. 

The interest on the former in our current Budget amounts to 

£325,000,000, while the pensions involve a charge of £111,500,000, and 

yet we see continual appeals to the Government for assistance from 

the Imperial Exchequer for innumerable schemes. The extension of 

free education and housing subsidies make fresh requests, and looming 

large above all other questions is unemployment and trade depression. 

I am afraid you will agree with me in saying that our clients’ 

records for 1921, so far as manufacturers and traders are concerned, 

will not make a bright showing, and I am of opinion that claims for 

refund of excess profits duty paid in past years will in the current 

year assume alarming proportions. 

Modern Business Methods 

We see many and striking evolutions gradually altering the con- 

duct of business. Modern methods are machine methods. The indi- 

vidual craftsman and the small manufacturer are getting fewer and 

fewer. Large amalgamations in manufacture, in banking, in shipping, 

and now in railways, are evident on every side. Are these signs of 

well-being? Mass production, with a view to cheapening the product, 

has, of course, a great deal in its favor but with this principle of 

amalgamation has developed combination of labor, and trade unionism 

has consolidated not only the manual worker, but the clerk and other 

sectional bodies of employees, so that from both causes individual 

relationship between employers and employed is apt to be lost, and 

agreements concerning industrial matters are made by representatives 

of a trade as a whole, or even on a national basis. 

Meanwhile, Parliament seems to be baffled and impotent, and the 

people are perplexed by the voices of many counsellors, most of whom 

are very vocal, but too often have little wisdom. There are many 
cries of anti-waste, but not much really practical help or suggestion. 

Perhaps you may think that I have drawn a pessimistic picture, but 

many of us could suggest from our professional experience in the 

organization of varying businesses one or two fundamental principles 

which should apply to expenditure if we were asked to advise in the 

ease of a concern which was not financially successful. 

Bureaucratic Control 

First, let us look at administration. Can this be reduced? Dur- 

ing the war the Government assumed control. Railways, shipping, 

coal, wheat, food, munitions—all passed under the hand of various 

Ministries. All were wanted for national purposes, and for the pro- 
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tection of the consumer against the capitalist who might make a war 

fortune special levies and penalties were enforced. It was demanded 

by the nation and deemed essential by the worker, and probably like 

circumstances would bring again like enactments. But, in practice, 

it was very costly, and now it is found that bureaucratic control 

means baneful interference—freedom from control is necessary, and 

the old law of supply and demand reflecting on prices will regain 

its potency, so that in administration a saving can be made. 

The Burden of Rates and Taxes 

Secondly, rates and taxes. Local rates must be reduced, and our 

local authorities must see to it that economies are effected. I know 

their hands have been forced; that wages have increased, and mater- 

ials are dearer; that in many towns there are slum areas that should 

never have existed, and improvements long over-due. But is now 

the time to undertake these duties? Can we afford them? I noticed 

that the chairman of one of our largest iron and steel undertakings, 

with a capital paid up of some 13 million pounds, in his address to his 

shareholders, speaking of local rates as a handicap on industry, used, 

as examples, the rates in Birmingham, which have risen from 8s. in 

1914 to 18s., in Cardiff from 7s. 8d. to 16s. 4d., and in Merthyr from 

10s. 5d. to 27s. 5d., with a supplementary rate of 3s. 4d. Certainly 

these are alarming figures. Taxes are terribly heavy, when income- 

tax and super-tax take nearly half a man’s income, and make the 

building up of reserve capital by saving a matter of supreme difficulty. 

But it is no real economy to endeavor to ease the local burden by in- 

creased grants from the Imperial Exchequer. Not by such means will 

the total expenditure in the National Budget show a decline. It is 

the spending of the money that must be controlled and restrained. 

The Vicious Circle 

Wages and salaries. Herein, as I venture to think, lies the key to 

the whole situation. Services rendered in some form or another are 

only of a value that can be exchanged as valuable consideration for 

some other commodity. It seems a hard saying from the worker’s 

point of view that when wages or salaries are high the user or em- 

ployer of labor will buy or take as little as possible, will reduce the 

staff to the smallest limit,-and as a consequence unemployment will 

grow. We find ourselves again in the vicious circle which was so 

forcibly condemned when rising wages and the rising cost of living 

were engaged in a fruitless endeavor to overtake one another. Now 

the burden of unemployment threatens to re-act in the cost of provid- 

ing for distress and necessity, and so nullify any saving by reduction 

of staff. As it seems to me, a long view is necessary, and the ultimate 

end will be reached by an adjustment that is really automatic. Re- 

duced cost of living will follow a reduction in the cost of production, 

brought about by a reduction in the payment for services rendered, 

though the fact that the latter must precede the former may be 

fraught with painful experience in the process. Alternatively or 
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simultaneously, more service for the same payment may assist to the 

desired result, and although shortened hours may be a desirable thing, 

a poorer nation, as with a man in straitened circumstances, may be 

compelled to work harder to save the situation. Certainly we cannot 

afford to pay the price now paid for certain work. It was stated in 

Parliament that boys of 16 to 17, were entering the Civil Service on 

a salary of £60 a year with a “war” bonus of £93, or £153 in all, and 

older lads of 18 to 19 on a salary of £100 with £148 added, or £248 in 

all. And again, on 30th June 1921, that girls up to the age of 18 

employed in a Labor Exchange received a salary of £52, plus £85 16s. 

for bonus. I have no personal knowledge of the quality of the services 

rendered, but to me these payments appear excessive. 

I am sure that you will accept the proposition that reduced cost 

of production is essential if we are, as a nation, to restore our over- 

seas trade in competition with other nations, assisted by depreciated 

exchange values. 

As another example of the vicious circle, may I point to the essen- 

tial supplies of water, gas, electricity, and traction by rail or road, 

where increased price of these necessities is added to every article of 

consumption, and to the local rates, and so finds its way many times 

over into the cost of living. 
Taxation 

I hope I may be permitted, without wearying you, to turn to 

another subject which intimately affects our profession. The latest 

methods of taxation as embodied in the Finance Acts of the last few 

years have brought to accountants a large influx of work. The Muni- 

tions Act, 1915, was the first attempt to limit profits and stop war 

profits accruing to those manufacturers who had obtained through 

national necessity enormous access of business through war contracts. 

The excess profits duty followed on more elaborate lines with the 

same end in view, and was based on the principle that those who 

were making exceptional profit could afford to bear exceptional taxa- 

tion. This duty has been very loudly condemned as unsound in prin- 

ciple and as a drag on trade. No doubt it had a tendency to encourage 

extravagance, and to render efforts towards economy nugatory. It 

was sometimes said, not always in sober earnest, “The Government 

really pays,” but it would be an interesting inquiry among accountants 

as to how many real concrete instances could be adduced where, be- 

cause of excess profits duty and income-tax, business was, in fact, 

actually declined, or men sat idle, unwilling to trade because taxation 

rendered enterprise so little remunerative. In my own experience I 

do not know that I could produce one really authentic case, but many 

of you gentlemen come from the industrial north, and you may have a 

different tale to tell. 

The steady rise in income-tax brought with it special legislation. 

With this tax at 6s. in the £, and super-tax payable by the individual 

in addition, there followed a constant stream of hard cases. More- 
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over, a battle of wits ensued between the taxpayer anxious to avoid 

by all legal means where possible the very substantial payments de- 

manded, and the authorities endeavoring to enclose in the net all 

possible sources of taxation. Super-tax might be partly avoided by 

the conversion of a personal business into a Joint Stock Company, so 

that the Corporation Tax followed as a charge on the ae of prac- 

tically all corporations or companies. 

These factors have produced a very ‘complicated system of as- 

sessment due in no small measure to the endeavor to legislate for 

special or hard cases, and to ease the burden for the small trader or 

taxpayer with a small income. The result is seen in an annual return 

for income-tax with pages of instructions, and in the numerous publi- 

cations and guides to the Income Tax Acts, so that in the majority 

of cases both traders and private individuals have had recourse to 

professional advisers to enable them to make their returns or adjust 

one or other of their taxation payments. It is not for accountants 

to complain, although a great deal of the work of this character that 

they are asked to undertake for clients is irksome, and of necessity 

badly remunerated. But from the point of view of the community 

I am inclined to think that it is not entirely satisfactory that the 

taxpayer cannot make his own returns without assistance. As a mat- 

ter of fact, it is a want of patience and a sense of mystification that 

often places him in this position, and also, in the case of the private 

individual, the absence of any system of record that sends him to his 

accountant. 

The Inland Revenue and the Profession 

One aspect of the business should afford us substantial satisfac- 

tion, and that is that the Inland Revenue Authorities more and more 

lean on the Chartered Accountant, and are willing to accept his state- 

ment or certificate as to the facts in most cases, knowing that while 

the accountant will do his best in all fairness for his client, he will 

not withhold essential information, or be a party to any attempt to 

avoid proper assessment. 

Legislation by Reference 

There is still another matter on this subject to which I would 

refer. The language employed in the various Acts of Parliament 

dealing with taxation is very often obscure and involved and techni- 

cal, and too often legislation by reference is employed. This last 

method is most objectionable. I could give many instances, but you 

are all familiar with the practice, and I think you will agree with me. 

Surely it would be simpler in the various Finance Acts that follow 

one another when it is necessary to alter the law, to repeal the original 

section that requires amendment from the appropriate date, and re- 

enact the operative clause. At least, such a procedure would avoid 

a reference back from one Act to another. The codification of the 

Income Tax Acts in one statute in the Income Tax Act, 1918, was 
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something to be thankful for, and was a move in the direction I 

have indicated. 
As to the obscurity of language employed, it is a patent fact that 

an appeal to the High Court is too often necessary to interpret the 

meaning of the words in an Act of Parliament and that these do not 

coincide with the intention of the statute is sometimes apparent. 

Government Control 

There is one aspect of bureaucratic control which, in my opinion, 

has not received the attention which it merits. Parliament has, by 

a process of devolution, very largely handed over the control of statu- 

tory undertakings to various Government Departments. Railways 

are in the hands of the Ministry of Transport, whose powers under 

the Ministry of Transport Act, 1919, are all-embracing. 

The same Ministry deals with the tramway undertakings, revises 

their charges, &c., and also controls docks and harbors in like manner. 

Electricity undertakings are dealt with under the Electricity (Sup- 

ply) Act of 1917. All the former powers of the Board of Trade have 

been transferred to the Ministry of Transport, who have appointed 

a separate body of experts known as the Electricity Commissioners, 

who are responsible to the Ministry of Transport, but to whom he must 

refer all matters for their advice. They can reorganize the supply 

of electricity in any district. They may call for, or themselves 

formulate, a scheme for improving a supply. They can compel link- 

ing up, limit charges, &c., and although certain of their proceedings 

require Parliamentary sanction, their powers are very extensive. 

Already, several schemes for London have been discussed at an in- 

quiry extending over 26 days in June and July last. 

The Gas Regulations Act, 1920, confers very full powers on the 

Board of Trade as regards gas undertakings. 

Water companies’ charges are now within the competence of the — 

Ministry of Health, who can make orders for both companies and 

local authorities under the Water Undertakings (Modification of 

Charges) Act, 1921. 

Most of the powers now to be exercised by Government depart- 

ments were previously reserved for direct Parliamentary sanction 

by private Bill and Act. No doubt, so far as procedure is concerned, 

some economy may be anticipated, but the capital at stake in all 

these very numerous public undertakings is enormous, and although 

the public officials who will in future have to deal with all these ques- 

tions are no doubt able and conscientious men, and in some particulars 

their acts are subject to Parliamentary review, there is a danger that 

an official decision may be taken which may not be the wisest, and 

once taken, such a decision may be very difficult to amend or reverse. 

The mind of the official is guided, or, indeed, ruled by precedent, and 

this is perfectly natural, whereas Parliament exists to create prece- 

dent, and,progress and altered circumstances demand new precedents 
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to meet such variations. These undertakings may be described as 

regulated monopolies or semi-monopolies, and provide services essen- 

tial to modern life, but the regulations to be applied must be designed 

and effected with discretion and the greatest care, or grave injury 

to the community may result. 

—From The Accountants’ Journal. 

AN ADDRESS ON THE INCOME 

WAR TAX ACT 
—— 

By Mr. HuGH PATERSON 

At Luncheon of Chartered Accountants Club, King Edward Hotel, 

Toronto, February 27th, 1922. 

Mr. McNabb introduced Mr. Paterson, the Inspector of Taxation 

for this district. 

MR. PATERSON: Mr. Chairman, Madam and Gentlemen: I 
do not know whether your chairman thought that I might come here 

and say something that I should not say and has accordingly arrangec 

for the presence of a lady, but in any event he has intimated to me 

that I must be very careful what I do say. 

I also think your Chairman has misunderstood my capability 

somewhat. The waitress passed down here a few minutes ago and he 

promptly motioned her by so that I should not have a second glass of 

water, which would indicate that as soon as I dried up I must stop. 

I am reminded of a little incident which happened a few years ago 

during a political campaign in this province. Two of the politicians 

were billed to speak at this meeting—one was to have the first hour 

and the Opposition was to have the second hour. When the first 

speaker reached the end of his first hour he was still going strong. 

With the aid of a glass of water, which he kept repeatedly using, he 

was able to carry on for another forty-five minutes. This nearly 

took the wind out of the sails of the second speaker. When he finally 

got up to speak he said: “Well, Gentlemen, I have travelled a lot ; 

I have seen many strange sights ; I have seen the Pyramids of Egypt 

and a few of the other wonders of the world ; but this is the first time 

I have seen a windmill run by water.” (Amusement). 

But joking aside, I feel very highly honored tobe asked to address 

what might be known as the quintessence of accountancy of this 

district. I see before me, certainly, the handsomest group of men I 

have ever had the pleasure of speaking to. (Amusement). Further- 

more, outside of looks, undoubtedly there are brains as well. (Pro- 

longed amusement). 

Dealing with the question of Income Tax, you will appreciate 

that it is a dry subject. When I was asked to come here by Mr. 
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Campbell, who is unfortunately ill and cannot be here, he informed 

me there would only be about forty or forty-five members present ; 

so I said, why in that case we would just have a little round table 
talk. But now, I find there are over one hundred present. It would 

appear, therefore, that the majority before me must be senior 

students ; hence then, if I may be permitted, I will address most of 

my remarks to the senior students, because the men who have the 

privilege of putting that magic symbol “C, A.” after their names will 

probably know as much as I do on the subject on which you have 

asked me to speak, and undoubtedly would be, like a friend of mine 

who was invited to a house to spend the evening. This friend was 

noted for his stories. He had a great fund of humor, and his host said: 

“Now I have another friend from out of town who is unfortunately a 

dummy. He can hear, but he can’t speak ;_ but he is very, very inter 

ested and he likes to hear a good story, so I want you to come up and 

help me entertain him.” 

So the story teller went up to his friend’s house, and he started 

in and told all the good yarns he could think of. Every time he 

finished a story the dummy would (tapped chest in imitation, tapped 

forehead in imitation)—he kept on and on, and after every story, why 

it was the same thing. When he was going out the door, he said to his 

host : “What was the matter with that other chap ? Every time I told 

a story, he” (tapped chest in imitation, tapped forehead in imitation). 

“Why,” said his host, “he meant ‘chest’ (tapping chest) ‘nut’ 

(tappirg forehead), that is chestnut.” (Laughter). So I suppose all 

‘the C. A’s here might deal with me in a like manner (tapped his chest 
and his forehead) “Chestnut”. So that is why I will address my 

remarks to the senior students. 

In the first place, as you know, the Income Tax came into effect 

January Ist, 1917. When it was brought into effect by Sir Thomas 

White, the then Minister of Finance, he was very doubtful as to what 

revenue would be produced by it; in fact, he was in the same box as 

the first Minister who introduced such an Act in England back in the 

1700’s—I think it was Pitt—he brought it in apologetically as a mea- 

sure to produce revenue, which he did not think was going to amount 

to anything. But subsequent events have shown that it has become one 

of the fixed revenue-producing Acts of Great Britain, and today 

undoubtedly the present Government in Canada feels the same way. 

For the last fiscal year the revenue from Income Tax is going to 

be the highest, of course, that has ever been received by the Dominion 

Government. 

The American Act, as you know, came into effect in 1913, and our 

Act was largely laid down on the fundamental basis of the American 

Act. But today the American Act is different from ours in a great 

many instances. As you well know, the United States have ruled that 
stock dividends are non-taxable, whereas in Canada stock dividends 

are taxable for income purposes. But the difference between the 

American Act and our Act in respect to stock transactions is this—- 
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that we do not, in the case of an individual, tax the profit made on the 

sale of stock providing that the individual is not engaged wholly in 

financial operations. The United States do tax those profits. 

Again, in the United States—the last Act which is effective for 

1921, gives the married men an exemption of $2500 whereas our Act 

only gives a maximum exemption of $2000. The American Act also 

I believe will give an exemption of $400 for each child under eighteer 

years ; our Act only will allow $200. 

But the American Act goes farther. It goes after the American 

citizen, no matter where he resides—if the American citizen still 

retains his American citizen rights. the American Government says : 

“If you desire to enjoy the privileges and the protection of the 

American Flag, no matter where you are residing, you will pay an 

income tax to the United States Government.” But they will permit a 
reciprocal arrangement, whereby if that same American citizen resides 

in Canada, that any tax that he pays to the Canadian Government will 

be allowed as a deduction from the American tax. Heretofore that has 

resulted in practically any man who had less than a $5,000 income 

being liable to only one form of taxation; but you can see, with the 

exemption now greater in the United States than Canada. that we 

will get a tax, no matter what the exemption will be, on the American 

citizen, because our exemption is only $2,000. 

Another item in the American law, is a clause to the effect that if 
a non-resident alien—or a Canadian Company having incorporation 

or a licence to do business in the United States, charges in the Amer- 

ican profits an expense for administrative salaries and the person 

receiving that salary resides in Canada, they say, no matter what 

your marital status is, we will only give you an exemption of $1,000. 

Canada is more generous. An American Company doing business here 

and charging administrative salaries against the Canadian business, is 

given the benefit of the full status that they are entitled to with the 

same exemption for children as if residing in Canada. So that you can 

see we are, if anything, erring on the side of generosity, rather than 

trying to squeeze out the last penny that can possibly be received. 
Just at this time when we are discussing the question of Income 

tax and when the returns are about to be rendered, I thought it would 

be a good idea, subject to your consideration, if I would just run 

briefly over the forms, as it may bring up some points which some of 

the members may not be altogether familiar with. 

If I may take the forms—in numerical order, we have Form 1, 

which is the return to be filled by an individual. There are very few 

clauses in that form which are not readily understandable, that is 

after you have first gone over them, although the public generally 

say: “Well, that is the worst looking statement to complete I ever 

saw.” And they look over the clauses—here is a man with a salary 

only and he says: “What am I going to do with rentals ? I have no 

rentals.” The simple thing is not to do anything about it. 
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But the first point we do have trouble with is the question of 

dependents. We have to be governed entirely by the Act respecting 

dependents. Now unmarried persons of course are only entitled to a 

statutory exemption of $1000, but an unmarried person who has a 

child solely dependent upon him for support, providing that child is 

under eighteen years of age, is entitled to a $200 exemption for that 

child; that is, if an old bachelor adopts a child of a relative and 

agrees to educate that child and support it, and that child is under 

eighteen years of age, he is entitled to $200 exemption for that child. 

In addition. if that unmarried person is supporting a dependent 

brother or sister under eighteen years of age or a dependent parent 

or grandparent, we say then, that single person is the head of a house- 

hold and entitled to the maximum exemption of $2,000, but the 

brother or sister must be under eighteen years of age. Now this, by 

a good many people, is considered a hardship, and several groups of 

taxpayers have taken the matter up with the department, but whether 

any action is to be taken at the next session, of course the powers 

that be know. If the dependent is over eighteen years of age—if a 

brother has, say a sister of thirty or thirty-five, keeping house for 

him, he is not entitled to an exemption of more than $1,000. 
Then married persons—of course that is plain; they are 

entitled to the statutory exemption of $2,000 with $200 for each child 

under eighteen, no matter what the parentage of the child may be, if 

the child is dependent upon that family for support. 

Widows and widowers are very much the same as unmarried 

persons ; without dependents the exemption is $1,000. But if a widow 

or a widower has a child under twenty-one years of age—this has to 

be their own child—then they are entitled to the $2,000 exemption the 

same as a married person; or if they have a child who is physically 

incapacitated, and can not earn his or her own living, and the child is 

over twenty-one years of age, then we still give them the maximum 

exemption of $2,000. 

That covers practically the total clauses of dependency for 

individuals. 

Now then, of course there are various items of the return which 

would take an endless time to go through, particularly the question of 

Bad Debts. There are no bad debts in the case of an individual unless 

he is engaged in business, or the practice of a profession. But even 

now we have a great deal of difficulty with some of the largest tax 

payers whose income consists largely of salaries, directors’ fees and 

dividends,—suppose he lends money—say he lends $10,000 to some of 

you gentlemen, and you decide “Well I need the money more than he 

does,” and should leave the country and the taxpayer writes it off as 
a “bad debt.” It is not allowed as exemption. It is simply a capital 

loss. In the case of an individual, why we might as well forget that 

there is such a thing as bad debts. 

Form “T2” is the return of a corporation. Of course most of the 
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returns of corporations are handled by you gentlemen in a very nice 

manner. You build up a very attractive statement of Profit and Loss 

You send it down to us, we look it over ; everything is plain. You tell 

your clients: Well, now, your tax is 10%% on so much. The first 

thing we do jis to have one of our C. A’s—Clever Assessors—(prolong- 

ed amusement) examine this return. These C. A’s of ours get busy 

and. they dig down into your item of General Expense and the first 

thing you know we have discovered a golden nugget of $100, in the 

form of a “donation,” and we tax you 10%, with 6% interest from 

April 30th, (Amusement). 

In rendering returns, where you are making up statements for 

clients and filing their Income Returns for them, where you come to 

an item of general expense, it would save us a lot of time if you 

would attach a supplementary schedule to your statement itemizing 

what the general expenses constitute, because we require this infor- 

mation in every case. I would say if a return shows any kind of - 

taxable profit, if a company is going to pay a tax of 104%, and your 

Expense Item runs into $2,000 or $3,000 or upwards, we should have 

that account itemized. 

Form “T3” is the return of Estates. There seems to be a certain 

element of uncertainty there. Most estates are handled by Trust 

Companies, but it may be of interest to you to know some of the 

difficulties and the responsibilities in connection with the filing of 

Form “T3.” 

The Amendment to the Act distinctly says that an estate cannot 

be divided unless the Trustee has received a clearance certificate from 

the Department. Now the clause covering that, if I may be permitted, 

I will read to you so that there may be no misunderstanding—it is in 

the amendment of 1920—subsection 10 of section 10—“Trustees in 

bankruptcy, assignees, administrators, executors and other like per- 

sons, before distributing any assets under their control shall obtain a 

certificate from the Minister certifying that no unpaid assessment of 

income tax, surtax, interest and penalties properly chargeable 

against the person, property, business or estate, as the case may be, 

remains outstanding. Distribution without such certificate shal! 

render the trustees in bankruptcy, assignees, administrators, execu- 

tors and other like persons personally liable for the tax, surtax, 

interest and penalties.” 

I might go a little further and read a memo, I have here which 

will probably explain it a little more clearly :— 

“A good deal of uncertainty seems to prevail with regard to taxa- 

tion of income in the hands of trustees. It must be pointed out that 

section 4 of the 1920 Amendment to the Income War Tax Act 1917, 

expressly provides that it is only in cases where income is accumu- 

lating in trust for the benefit of unascertained persons, or of persons 

with contingent interests (i.e., where the ultimate recipient of the 

income cannot be definitely ascertained until a future date, and no one 
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is entitled to immediate enjoyment of it) that such income is taxable 

in the hands of trustees.” That is, if the Will says that the “Income 

is to be divided among my children then living,” those persons would 

be unascertained, because there might be five children alive at the date 

the Will is made and the Estate is not to be distributed for ten years, 

no one knows what children will be alive at that time ; therefore the 

Trustee has no power to distribute the Estate at that time or to 

distribute the income. Therefore we tax the Estate on the income 

year by year until that income is distributed. 

“It is not a question of distribution for if the beneficiary is 
ascertained and entitled to enjoy the income from an estate, such 

income is taxable in the hands of such beneficiary whether actually 

received by such beneficiary or not.” 

That means that if the beneficiary is ascertained, even if the 

Estate does not distribute but it accrues to the credit of a certain 

beneficiary, we say they should be taxed; they are credited with it 

every year and if we did not do that it would mean that the income 

would accumulate for four or five or six years and at that time the 

tax payers might be called upon to pay a heavy surtax on accumulated 

income. Whereas, if the income is spread over the years, it might be 

below the amount of income on which the surtax is computed. 

Now then, we come to “T4”: the return for Employees, and of 

course we .have had a lot of difficulty with the failure to file these 

returns by March 31st—unfortunately the Department had tosend out 

a great many penalty notices for failure to file—but there are only 

two items in here which may be of interest, and one is “Directors’ 

Fees.” It says at the top under “Instructions” that this Return 

must include Salaries, Wages, Commissions, Fees, Bonuses, and other 

remuneration of all Directors, Officials, Agents, Employees, Profes- 

sional men or other persons who received $500 or more during the 

calendar year ended the3lst December, 1921, and who were paid at a 

rate of wage or salary (including bonus) equal to $1,000 or more per 

annum except as hereinafter directed.” 

Now, continued the speaker : if we left it at that, it would mean 

that a corporation would not necessarily report any directors’ fees if 

they did not include $500 or more. But a little farther on you will read: 

“Directors’ fees, commissions, and amounts paid to Medical Officere 

and other professional men, must be reported irrespective of the 
amount paid or the rate per annum.” That is, if a Professional man 

gets a fee from a client, even if it does not amount to $500, the cor- 

poration or employer must report the amount notwithstanding what 

the amount may be. 

Then we have the question of Commercial Travellers. Probably 

this has come to you before. There is a column on the form for 

1921 which calls for reporting of travelling expenses, (except salary 

or other remuneration) paid to commercial travellers. On the face 

380 



INCOME WAR TAX ACT 

of it, that looks rather ridiculous, but it is largely to cover a cas« 

where a corporation pay them so much salary and a lump sum to 

cover their travelling expenses, and if the traveller can save anything 

out of his expenses, it is his; if he runs over his allowance, it is his 

lookout. In cases of this kind, we have a certain basis for work 

ing out what expenses that traveller is entitled to charge against that 

lump sum. On the other hand, if a corporation simply pays thei 

travellers a weekly or monthly expense account, as rendered by the 

traveller—I am not speaking officially, and I am not speaking in tha’ 

capacity here—it will be all right if you just put a note at the bottom 

of Form “T4” and say—“you are reporting $1 per day for each day 

that the commercial traveller is out on the road,’’—because we 

feel if a commercial traveller is paid his expenses, that his living 

on the road is worth at least $1 a day to him. So that in the case of 

commercial travellers whose expenses are paid by the firm according 

to their actual weeky or monthly expense account, if the firm woul¢ 

just say: “We have reported under column 8, $1 per day for every 

day the commercial traveller is on the road,” it would save you a lot 

of trouble, and I think it would be acceptable to the Department. 

Then there is one other question, and I will hurry, so as not to 

keep you, and that is the difficulty of rendering income for what is 

called “the calendar year.” We take the stand that in case a corpora- 

tion pays or credits an employee with a salary or bonus and because 

that income has appeared as an expense in the financial statement of 

that company for that fiscal year, then it is credited naturally to the 

account of the individual and should be reported by him and by th 

company as income for the calendar year. There is a little uncertainty 

I think in some cases about that, but that is what should be done in 

every case—if the amount appears as an expense for the year in 

which the return is being rendered, then it should be reported by the 

individual after it is credited to his account. 

And just while I am on that point: there might be a little 

difficulty there on the question of dividends : if a company, whose year 

ends on December 31st, sets aside the dividend, but it is not declared 

by the Board of Directors until the following year, and they 

have a great list of shareholders, that dividend cannot be specitically 

credited to the individual ; therefore, we do not treat that dividend as 

income until it is actually paid. If it is a close corporation, where 

there are only two or three shareholders, and those shareholders have 

accounts on the books of the company and the dividend is declared, it 

should be reported as dividends in the calendar year. You see the 

difference—it is largely where the dividend is credited to the individ- 

ual that it should be reported for the calendar year, irrespective of 

when it is paid. 
That will cover the forms and I notice it is two o’clock. I am 

sorry this has been rather a rambling talk we have had. I 
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noticed on the card that was sent out that Mr. Campbell said I would 

be glad to answer any questions. (Humorously). We get a lot of 

questions through the mail. Only recently I got a request from a lady, 

who wanted to know if I could tell her whether a certain male tax 

payer in my district was married or single. I have not answered the 

letter yet. I don’t know what to say. Another person writes me from 

another part of the country and wants to know what is the procedure 

for prosecution in respect to a delinquent tax payer, the information 

being required in connection with a novel that this person is going to 

write. 

Now I don’t want to get myself into a novel under any circum- 

stances, so that letter remains unanswered as well. 

The speaker then invited questions, but said at the same time “I 

want to retain the privileges that certain members of Parliament 

have when they go around the country making speeches, they some- 

times are reported as having said one thing, and when it is brought 

up to them face to face they say : “Why that is not what I said; by 

the time it had gone from me to you, the wind had twisted it about.” 

So if I answer any questions today and you come back later on and 

Say to me, you said so and so at the luncheon, I reserve the right to 

confirm anything I say in writing.” 

Question: In the event of a company having to reorganize for 

financial reasons, necessitating the payment of additional stock, say 

for instance, a man is a holder of $20,000 stock in a company and 

under the reorganization. he gets $40,000 of stock, would the dividend, 

where the additional stock is in the hands of the shareholder, be 

taxable ? 

MR. PATERSON: That is a question that is before our Lega’ 

Department today. There has been a concrete case put before them, 

but what the result is going to be I cannot say. We have taken the 

stand heretofore, that it is taxable; the distribution of any surplus 

in the case of reorganization is payable as a stock dividend. It would 

only be a case of the distribution of the surplus on hand prior to the 

reorganization. I think myself an official decision will be made very 

shortly. 

Question: Referring to the maximum exemption in the case of 

a man—say on the first of November his wife dies—what exemption 

would he be entitled to ? 

MR. PATERSON: Ordinarily we take it at whatever his status 

is at the end of the year. But, we try to be generous, and we 

would give him the maximum exemption in that case. As a rule, we 

take the stand if a man is entitled at any time of the calendar year to 

the maximum exemption we give it to him. It is not his fault that his 

wife died—at least we hope not. 

Question: Do I understand if a man married on the 31st of 

December he would get the maximum exemption ? 
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MR. PATERSON: (humorously) We try to encourage them. 

Question: When the reserves for depreciation equal the book 

value of fixed assets, what is the Department’s attitude in that ? 

MR, PATERSON: No further depreciation allowed. 

Question: Are profits from the sale of capital assets, which are 

not taxable as income of the Company, taxable when distributed to 

the individual shareholders as dividends ? 

MR, PATERSON: Generally speaking, the profits would Be 

taxable when distributed. 

Question: A partnership consists of two partners. One partner 

is an incorporated company ; the other is an individual. The partner- 

ship makes a certain amount of money. Half of that profit goes into 

the hands of the incorporated company. Is that profit taxable on thd 

part of first the company as a partner, and then again in its own 

returns ? Does that profit have to be taxed twice ? 

MR. PATERSON: No, it is only taxed once. As you know, the 
Act specifically says that a partnership as such is not taxable. So 

that if half the partnership is owned by an incorporated company. 

that half of the profit would be taxed against the incorporated comp- 

any and the other half against the individual. 

Question: Then the incorporated company would only have to 

make the return of that profit in its own returns ? 

MR. PATERSON : Justin its own returns, whatever they receive. 

Question: The question of interest on borrowed money: I 

understand that if money is borrowed for personal purposes, ~ 

interest is allowed as a deduction ? 

MR. PATERSON: It depends largely on what the return is— 

that is one which we have really no hard and fast rule. We try to be 

as generous as we can. Any place where we can allow it, we do. Each 

case has to stand on its own merits. 

PROPOSE “BLUE SKY” LAW 

T a meeting of the United Boards of Trade of Ontario, held 

recently at Woodstock, resolutions on stock selling and stock 

selling propaganda were passed. 

In discussing the resolutions it was maintained that legislation 

could not compel a man to keep his money and not put it into any 

wildcat scheme he might desire, at the same time it was felt that 

some legislation of a protective nature should be enacted. The 

average business man was as likely to be taken in by a glib-tongued 

stock salesman as the widow and orphan. 

A special committee was appointed to wait upon the Ontario 

authorities to ask for legislation for the protection of investors. 

383 



THE CANADIAN CHARTERED ACCOUNTANT 

THE 
CANADIAN CHARTERED ACCOUNTANT 

PUBLISHED BI-MONTHLY UNDER THE AUSPICES OF THE 

DOMINION ASSOCIATION OF CHARTERED ACCOUNTANTS 

Subscription $2.00 per annum in advance. 

The Publication Committee will be pleased to receive contributions on 
subjects of interest. Papers which may not be deemed suitable will be 
returned, if desired. 

All communications to be addressed to “The Canadian Chartered 
Accountant,” 518 Continental Life Building, Toronto, Ont. 

DOMINION CONVENTION 

R. H. D. Creighton, the President of the Dominion Association, 

M has advised that the Nova Scotia Institute has selected 
Tuesday, Wednesday and Thursday, August 8th, 9th and 10th 

next. for the 1922 Annual Meeting, which will be held in Halifax. 

Further particulars will be announced in due course. 

THE CANADIAN SOCIETY OF COST ACCOUNTANTS 

N the July 1920 issue of the magazine reference was made to the 

incorporation of the above Society. Developments of prime impor- 

tance affecting the future of this Society have taken place within 

the past month, and our readers would do well to refer to that issue 

and thereby recall the circumstances, which space forbids us to review 

here. In due course the Society held its inaugural meeting in Toronto 

during the session of the Dominion Association meeting, and a mem- 

bership of upwards of 300 persons interested in Cost Accounting was 

secured, two-thirds of whom were members of our Chartered Societies. 

Some differences of view arose as to the best method of promot- 

ing the usefulness of the new Society and further consideration was 

deferred for the time being, the term for which the members had paid 

their first annual fee being extended by resolution of the Board of 

Trustees. Now, however, a definite opportunity has presented itself 

for carrying on the work of the Society in a vigorous way. Negotia- 

tions with the National Association: of Cost Accountants—which was 

organized in 1919 and has at the present time a membership of 2,500, 

including Public Accountants, Business Executives and Cost men— 

have resulted in an understanding whereby the two bodies will work 

in harmony and pool the bulk of their resources for the benefit of the 

combined membership. The essential features are that their respec- 

tive spheres of activity will be defined, the international boundary 

being the line of demarcation. Each will establish out of a $20 
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annual fee, an expense element of $5 to be devoted wholly to their 

separate uses, and the balance of $15 will go into a common fund, 

and be expended in Cost research, original articles and publications. 

A member of either Society will after March ist, have all the 

privileges of membership in both, excepting that he will have the 

right to vote in his own Society only. The fees will be payable $10 

on the 1st March and $10 on the first day of September in each year. 

He will receive the Annual year book, fifteen to twenty original 

selected articles, the same number of bulletins containing short 

articles and general information, Standardization Reports, and access 

to the research fyles for technical assistance in special cases. 

All publications will be issued under the joint auspices of the two 

Societies, and meritorious original articles by our own members will 

be welcomed. 

The annual convention of the National Association will be held 

occasionally at some point within Canada, the intention being that 

our Society shall participate in all the common activities, to the full 

extent at least of its relative importance, wherever the annual gather- 

ings may be. 

The willingness of the National Association to thus extend their 

co-operation to the Canadian Society merits unstinted praise. There 

can be no question that the opportunity should be seized to build up 

our Canadian Society. Every industrial client of our practising 

Chartered Accountants should take out at least one membership for 

an executive officer or Cost man, and every firm of Chartered 

Accountants should include one or more members so that this invalu- 

able service may be secured. The demand for copies of back publica- 

tions has been so great that they are now mostly out of print, there- 

fore, the only certain way of securing them is by joining up now, at 

the beginning of the half year. , 

The Secretary’s address is* 518, Continental Life Building, 

. Toronto. 

EXPLANATION 

N our issue of November 1921 under the heading “SKATING ON 
| THIN ICE” we commented on a form of advertising by a firm of 

Chartered Accountants which we considered objectionable. The 

firm in question have replied that they had no idea the sending out of 

the matter referred to could in any way be criticized and they assure 

us that they have every desire to comply with the ethical standards of 

the profession and resent any suggestions to the contrary. Having had 

a full discussion with them we are glad to accept their assurance and 

to withdraw the suggestions complained of. 
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PERSONAL 

Messrs. H. A. Tolmie, & Co., Vancouver, announce removal of 

their offices to Metropolitan Building. 

Messrs. Arthur E. Phillips & Co., Winnipeg, advise that they 

have recently moved to new offices, 1103 Union Trust Building. 
Messrs. John Scott, & Co., Winnipeg, have moved their offices 

from the Belgica Block to the Montreal Trust Building, Portage 

Avenue. 
Messrs. Geo. A. Touche & Co., announce that they have opened an 

office at 312 Union Bank Building, Victoria, B. C., under the manage- 

ment of Mr. H. G. Hinton, C. A., who has been associated with them 

in their Vancouver Office for some considerable time. 

Mr. Charles A. Jardine, C. A., a member of the Ontario Institute, 

who was with Messrs. Barrow, Wade, Guthrie & Co., New York, for 

‘sometime, announces the formation of a partnership with Messrs. 

Greenleese & Ohl, under the firm name of Jardine, Greenleese & Ohl, 

with offices in the “Times Building”, New York City. 

OBITUARY 

MALCOLM H. ROBINSON 

It is with deep regret that we announce the death of Mr. Malcolm 

H. Robinson, Montreal, which took place suddenly on February 11th, 

1922, of heart failure. 

Mr. Robinson was born in London, England, and after receiving 

his education at Dulwich College, served his articles with Messrs. 
George A. Touche & Co., London. He passed the final examination of 

the Institute of Chartered Accountants in England and Wales in 1906, 

and was admitted a member in February, 1907. 

In 1908 he was sent by his firm to Toronto where he opened the 

first office of the firm in Canada, and remained till 1918. He was 

admitted as a member of the Ontario Institute in 1909, and in 1919 he 

became a fellow of the Institute. For a number of years he was a 

member of the Examining Board, and was Vice-President during the 

years 1918-19 and 1919-20. 

From 1919 to the time of his death he was resident in Montreal. 

He was admitted a member of the Association of Accountants in 

Montreal in 1921. 

The late Mr. Robinson was well known in Accounting circles 

from coast to coast. He had a high conception of the ethics of his 

profession and was always willing to give his advice and services on 

any matter which he considered of benefit to the profession as 2 
whole. 

His firm and the profession have suffered a great loss by his 

decease. 
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CHARTERED ACCOUNTANTS CLUB 

TORONTO 

The Editor, February 15, 1922. 

The Canadian Chartered Accountant, 

Continental Life Building, 

Toronto. 

Dear Sir, 

In a recent issue of the Canadian Chartered Accountant, you 

published a letter from the Secretary of the Montreal Chartered 

Accountants’ Golf Association giving a description of the competi- 

tions held last fall by that organization. It gives me great pleasure 

to say that at the last meeting of the Chartered Accountants’ Club in 

Toronto, a Golf Committee was elected as follows : 

H. J. Welch, F.C. A. , E. J. Howson, C. A. 

R. J. Dilworth, F. C. A. G. A. Peters, C. A. 

Osler Wade, F. C. A. J. Albert Brown, C. A. 

Arnold Morphy, F. C. A. J. M. Lang, C. A. 

Plans are being formulated for the 1922 season, and everything 

points to our Golf Club being an unbounded success. We hope that 

at the latter part of the season, or at the time of the Dominion 

Association Convention, a competition may be arranged between our 

members and those of the Montreal Club. 

Yours very truly, 

W. K. Colin Campbell, 

Secretary. 

THE ASSOCIATION OF ACCOUNTANTS 

IN MONTREAL 

(Incorporated 1880.) 

James Hutchison, President Robert Wilson, Ir., Secretary. 

to the fact that under the new By-laws adopted on the 24th of 

July last, the Financial Year now ends on the 31st of May. The 
members holding office, therefore, are those elected at the Annual 

Meeting held in October, 1921, i.e., 

Te: Association did not hold an Annual Meeting in 1921, owing 

COUNCIL 

James Hutchison, President. F. W. Sharp. 

J. A. Grant, 1st Vice-President. J. A. LaRue. 

A. B. Brodie, 2nd Vice-President. A. Cross. 

R. Wilson, Jr., Secretary-Treasurer. David S. Kerr. 
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EXAMINATIONS: Two Examinations were held in 1921, ie, 

in May and in December. In May there were twenty candidates for 

the Final and sixty for the Intermediate. Two, Mr. J. M. Dever and 
Mr. James Dempster, passed the entire final examination and one, 

Mr. J. Wilfred Boulet, passed in Theoretical subjects only, having 

passed the Practical subjects in 1920. Four passed in Theoretical 

subjects only. In the Intermediate, thirty were successful in passing. 

The Winners of the “War Memorial” Prizes were J. M. Dever in the 

Final and J. Harold Webb in the Intermediate. 

In December, sixteen sat the entire Final Examination. Of these 

the following passed in all subjects : 

Maurice Chartre Tan A. Ross 

R, H. Kennedy Frank R, Walker 

Louis P. Leduc : Percival F. Seymour 

The following passed in Practical subjects only, having previous- 

ly passed the Theoretical subjects : 

W. L. Gatehouse C. G. M. Marrotte 

Guy E. Hoult C. G. Wallace 

_ Inthe Intermediate, fourteen out of thirty-nine candidates passed 

The Winners of the “War Memorial” Prizes were P. F. Seymour in 

the Final and Basil E. Howell in the Intermediate. 

MEMBERSHIP: The Association now has 102 members, of 

whom 13 were admitted during 1921. It has also suffered the loss of 

three of its members, Mr. John McD. Hains, a past President of the 

Association, and Mr. Robert Miller who passed away during 1921, an~ 

Mr. Malcolm H. Robinson, whose sudden death took place on the 13th 
of February, 1922. 

THE INSTITUTE OF 

CHARTERED ACCOUNTANTS OF 

NOVA SCOTIA 

(Incorporated 1900.) 

G. Wallace Dickson, President. H. D. Creighton, Secretary. 

Ts 1922 examinations will be held in Halifax on May 15th and 

following days, and the last day on which applications will 

be received is April 20th. 

We are glad to be able to announce that Mr. P. L. McNeill, a 

member of this Institute, has sufficiently recovered from his long 

illness to enable him to open an office in the Canada Life Building, in 

Ottawa and resume his practice. 

The Annual] Meeting of this Institute will be held on April 25th 

and the members will dine together on the same evening. 
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THE INSTITUTE OF CHARTERED 

ACCOUNTANTS OF ALBERTA. 

—-—— 

: (Incorporated 1910) 

ee Suhlikeny ice ae Na eee 

Frank M. Harvey, President. Cecil E. Race, Secretary. 

UBJECT to ratification of the Senate of the University, the Board 

S of Examiners has issued the following results of the examinations 

of the Institute of Chartered Accountants, held in December. 

Of the fifteen candidates who wrote the final examinations, six 

have obtained a clear pass, and have been referred to the Institute of 

Chartered Accountants for election to membership, as follows : W. F. 

Bishop, Treasury Department of the Provincial Government; A. P. 

McGuigan, of the Geo. A. Touche Co., Edmonton ; J. S. Fidler, of the 

Geo. A. Touche Co., Calgary; Richard B. Rushworth, of the Herald 

Publishing Co., Calgary; Ernest A. Stockwell, with the Marwick 

Mitchell Co., Calgary ; Wm. C. Wood, City Comptroller, Calgary. Of 

these the highest standing was obtained by Mr. A. P. McGuigan, who 

is therefore awarded the prize for final candidates. 

In addition to these complete successes, the following were 

granted standing upon passing one supplemental each: A. G. Fry, of 

Edmonton, in Auditing and Investigations; Wm. Donaldson, of 

Calgary, in advanced Bookkeeping No. 3. Three others were granted 

the privilege of writing upon two supplementals, to complete their 

standing ; C. S. Kilgour, of Edmonton, in Advanced Bookkeeping No. 

3 and Auditing and Investigations; L. H. Goaetz, of Edmonton, in 

Advanced Bookkeeping No. 1 and Advanced Bookkeeping No. 3; 

D. A. Ross, Calgary, in Advanced Bookkeeping No. 3 and Auditing 

and Investigations. 

Intermediate Examinations 

In the Intermediate Examinations there were eighteen candi- 

dates, of whom two passed with honors, four others passed, five were 

granted one supplemental, and four were granted two supplementals, 

and three failed. 

Those who passed with honors were: Arnold J. Anderson, 

articled with Harry O. Patriquin, Edmonton; P. D. Leslie, with Eric 

Richardson, C. A., Calgary. Mr. Anderson also wins the prize 
for the highest standing in the Intermediate Examinations. 

The other successful candidates were G. D, K. Kinnaird, with 

Kinnaird and Henderson, Edmonton; G. P. Ponton, with Harvey, 

Richardson, Cole and Robertson & Co., Edmonton ; Chas. A. Latham, 
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with Edwards, Morgan & Co., Calgary; Edward C. Mapson, with 

Geo. A. Touche & Co., Calgary. 

Granted Intermediate standing upon passing one supplemental : 

E. S. George, Edmonton, in Mathematics ; A. West, of Edmonton, in 

‘ Auditing and Mercantile Law; J. G. Gemmell of Calgary, in Book- 

keeping No. 2; K. J. Morrison, of Calgary, in Mathematics ; E. R. D. 

Porter, of Calgary, in Mathematics. 

Granted the privilege of two supplementals to clear record : 

A. W. Bell, Edmonton, in Bookkeeping No. 2 and Mathematics ; 

Ernest Henderson, Edmonton, Bookkeeping No. 1 and Mathematics ; 

S. S. Nelson, Calgary, in Bookkeeping No. 1 and Auditing. 

CANADA AND FOREIGN AFFAIRS 

rofessor Skelton, of Queen’s University, the biographer of Sir 

Wilfrid Laurier, delivered to the Canadian Club of Ottawa recent- 
ly an interesting address upon “Canada and Foreign Policy,” in 

which in the presence of the premier ‘and several of his ministers he 

raised some very important and arresting questions. Professor Skelton 

traced the history of the gradual steps whereby Canada had assumed 

more and more control of her foreign policy, and he accorded great 

credit both to Sir Wilfrid Laurier and Sir Robert Borden for the 

promotion of a healthy growth in Canada‘s status and a steady insis- 

tence upon her national rights. He touched upon the doctrine of 

dominion neutrality which, when suggested by Laurier had aroused 

such vitriolic criticism, but which he proved by the projected terms of © 

the Anglo- French pact was now being contemplated on both sides of 

the Atlantic as a desirable possibility. 

Mr. Meighen’s resistance to the renewal of the Anglo-Japanese 

alliance was strongly commended by the speaker, but he dealt out a 

severe measure of criticism to other aspects of the late government's 

policy in imperial affairs. Recognition of the separate status of 

Canada, as a nation, had been won by Sir Robert Borden during the 

war years and recognized at the signing of the peace treaty, but in 

Professor Skelton’s view it has been weakly abandoned. 

Sir Robert Borden had been allowed to go to Washington not as 

the representative of Canada, but as a membr of the British Empire 

delegation. He was disinclined to put the blame for this on the 

shoulders of the United States government and he drew attention to 

an interesting incident at the Washington conference, which reveals 

the difficulties and uncertainties of the present situation. In a 

discussion upon the “open door” policy in China, Sir Robert differed 

from the other members of the British delegation, and it was stated 
that in the views which he put forward he represented only the opinion 

of Canada and not of the British Empire. 

Professor Skelton’s exact words referring to Sir Robert Borden 

at Washington were: “If Sir Robert Borden does not speak for 
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Canada at the Washington conference, and if he does not speak for 

the British Empire, then whom does he speak for? It is a most 

unfortunate position for him to be in.” 

Evidence of Retrogression. 

But. the strongest evidence of retrogression in imperial policy 

Professor Skelton found in Mr. Lloyd George’s speech in the debate 

on the Anglo-Irish agreement. In its course the British premier 

ventured to define dominion status and incidentally the relations of 

the various British units in respect to foreign policy. He argued that 

as the result of the decision of the last imperial conference the 

dominions had been admitted to a share in the control of foreign 

policy and had thereby also assumed a common responsibility. 

The events of the war had really given a death blow to the idea 

of centralization, by showing that the conduct of war operations could 

not be disentangled from domestic policies. The administration 

which had to look after the one had also to direct the other. A large 

part of foreign affairs now concerned questions like trade and 

immigration and as the dominion governments had no intention of 

abandoning control of these spheres they must as a corollary retain 

control of their foreign policy. By all means he said let there be 

periodical conferences upon issues of common interest and let there 

be every effort made to form aworking plan of reasonable co-opera- 

tion in vital matters. But he thought that the situation as left at 

present was highly unsatisfactory and that an early opportunity 

should be taken of reasserting dominion rights to regain a full 

control of their own foreign affairs. 

How Things Stand. 
As things stand today, Canada is committed to full responsibility 

for every act and consequence of British policy in Europe, and to 

judge from the criticisms uttered by British politicians and papers 

upon that policy it has some highly dangerous aspects, though in 

recent weeks there have been welcome signs of an improvement for 

it. It was now, Lloyd George said, assured that the whole weight of 

the British Empire would be thrown behind any foreign policy to be 

followed. But in another significant passage he declared that for the 

determination and execution of British foreign policy “we have the 

machinery here, the foreign office, the ambassadors. That machinery 

must remain here.” 

Real Responsibilities. 

Professor Skelton felt that too little attention had been paid to 

this most categoric declaration, which, in his view, reversed the 

whole tendency of developments during the last forty years. He 

wanted to know if this retrograde arrangement had really been 

agreed to by the dominion premiers last June, and if in that event 

they could show any mandate for turning over the management of 

their external affairs to Downing Street in exchange for the nominal 

privilege of formal consultation at intervals. In return for a control 
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which was largely mythical we were involved in responsibilities which 

were very real. Professor Skelton contended that he was still an 

unswerving opponent of imperial federation. He would prefer the 

establishment of a real imperial cabinet and parliament such as Mr. 

Lionel Curtis and others have strongly advocated to the arrangements 

now, according to Mr. Lloyd George’s version existing, which give us 

centralization in the least acceptable and most dangerous form. —~ 

Policy For Each Nation. 

He examined at some length the question of what exactly consti- 

tuted foreign affairs and argued that each country hada different set, 

chiefly bound up with their relations to their nearest neighbors. In 

his view the foreign affairs of the British commonwealth could, 

without danger or difficulty, be separated into distinct compartments 

and each government could devise and pursue a policy suited to its 

own problems and special relations. He quoted with some approval 

Sir Robert Borden’s definition of the empire as a disorganization 

rather than an organization. 

Professor Skelton discussed the question of our treaty-making 

powers 'in special reference to the proposed Anglo-French treaty. He» 

discerned the probability of a parallel development to what happened 

in the case of our commercial treaties. At first all commercial 

arrangements made by Downing street with other countries affected 

Canada automatically, then followed a stage when Canada was 

allowed to contract out of commercial treaties or was not bound by 

them unless specifically mentioned and later on came the present stage 

when she made her own trade treaties. At present in the field of 

foreign affairs we were in the second stage when we could only be 

bound by specific inclusion iin treaties, though this theory did not 

square with Mr. Lloyd George’s doctrine of common responsibility. 

The time must soon come when Canada would negotiate all her own 

treaties, 

An Educative Innovation. 

Professor Skelton welcomed the participation of Canada in the 

field of international affairs and thought their projection into the 

arena of our parliament an educative innovation. But if a successful 

foreign policy was to be evolved and carried out for Canada, both 

the press and the general public must pay greater attention to exter- 

nal affairs than they had done in the past and an enlightened public 

opinion must be brought to bear upon them. Professor Skelton did 

not specifically urge the immediate holding of the abandoned consti- 

tutional conference, but he made it plain to the premier and his 

colleagues who were present that if they intend to meet the aspira- 

tions of a certain school of liberal thought, they must soon begin to 

send some pointed despatches to Downing street and recover for 

Canada the freedom of action which she seemed to have won in 1919, 

but now seems to have temporarily lost. (From Toronto Star) 
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CLASSIFICATION OF SURPLUS* 

By C. B. COUCHMAN 

fications. The first of these is called assets and includes all 

property legally owned and controlled, legally enforceable rights 

to property and to service and certain other items occasionally 

included with the assets for specific reasons, such as deferred charges, 

goodwill and other similar items. The second class consists of the 

various rights of persons to these assets. This class again divides 

into two groups, the rights of creditors, known as liabilities, and the 

rights of proprietors. Incidentally, it is gratifying to note the 

increasing frequency with which this differentiation between liabilities 

and proprietorship is definitely displayed upon a balance-sheet. 

Proprietors of corporations first acquire such rights because of a 

contribution of property or of services the value of which is presum- 

ably measured by the stock issued therefor. If the assets of a 

corporation at any time exceed the sum of the amount obtained from 

creditors and the amount measured by the outstanding capital stock, 

there must evidently be some credit account to measure such excess. 

Also there should be some accepted terminology whereby this excess 

may be designated without fear of misunderstanding. It is in this 

sense that I am using the term surplus. 

It is unfortunate that in accountancy, as in many other subjects, 

words have been burdened with so many varying meanings. In case 

of many accounting terms there is no generally accepted usage which 

can invariably be associated with them. To one man they mean one 
thing, to another man they mean an entirely different thing. To a cer- 

A CCOUNTANCY is concerned primarily with two broad classi- 

*A paper read at the annual meeting of the American Institute 

of Accountants, September 20, 1921. 
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tain extent this confusion of usage applies to the term surplus. In this 

paper I am using it in its widest sense, that is, to measure any excess 

of asset value which a corporation may have over the sum of its 

liabilities and outstanding capital stock. 

Also I am considering surplus only from the standpoint of 

accountancy principles, disregarding certain methods of classification 

and treatment which are of interest only for invested capital purposes. 

Our present-day excess-profits-tax law has required certain differenti- 

ations in the handling of surplus, such as those arising from revalua- 

tions as of March 1, 1913, which would not otherwise have been 

necessary or desirable. As it now appears that this law will be 

eliminated after January 1, 1922, I have excluded from this discussion 

any such classification for tax purposes. 

With regard to surplus the accountant is primarily interested in 

its source, its measurement and its display. 

Source 

It is desirable that accounting reports shall so classify and 

display corporate surplus that its source may be readily determinable. 

Since surplus forms a part of the proprietorship, it was either 

contributed to the organization by the proprietors themselves or has 

has accrued to their credit within the organization. 

Surplus may come from four sources : 

1. From contributions by the proprietorship. 
2. From gifts, awards or contributions from others than pro- 

prietors, where no corresponding service or value is rendered 

or liability created. These are so infrequent as to be 

negligible in our discussion. 

8. From the sale of capital assets. 

4. From profits or income earned in the operations of the 

business. 

A fifth classification as to source is sometimes made by applying 

the term surplus to the amount created by writing up or appreciating 

the book value of certain assets the ownership of which is still 

retained. For purposes of completeness I will discuss this so-called 

surplus arising from appreciations, though I think it is more conserva- 

tive and more correct to give it some designation other than surplus so 

that interested parties may not be deceived as to its real significance. 

Paid-in Surplus 

A balance-sheet should display as a separate item any paid-in 

suplus as distinct from surplus accruing within the organization. 

This paid-in surplus may have been contributed by the stockholders 

at the time of acquiring stock if the stock was issued to them at a pre- 

mium. If the tangible assets turned in for stock have a value which is 

unquestionably greater than the par value of the stock issued for them 

there is created a paid-in surplus. With regard to intangible assets. 

7 
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however, it is very doubtful if the accountant is ever Justified in 

allowing a paid-in surplus account to be created. If any intangibles 

are taken at a value in excess of the stock issued therefor the 

accountant will have to write down the value of these assets or set up 

the excess as a reserve which shall be used to reduce the assets for 

balance-sheet purposes and will form no part of the corporate surplus. 

If a corporation reacquire its own stock at a discount a paid-in 

surplus is thereby created. The corporation pays out for the stock a 

less amount than was originally paid in therefor. These excess assets 

did not come from creditors nor from the operation of the business. 

They therefore constitute true paid-in surplus the same as any other 

surplus contributed by stockholders. 

Capital Surplus 

Surplus arising from the disposal of a capital asset is of sufficient 

significance to justify a special designation. This may properly be 

called capital surplus. At least such terminology is frequently so 

applied. It is a true surplus like paid-in surplus. It is desirable that 

it shall be kept separate from the surplus arising from the ordinary 

operations of the business. Both paid-in surplus and capital surplus 

are legally available for dividends except in certain cases where such 

disposal of them may be limited by statute or contract. 

Earned Surplus 

As to the surplus arising from earnings several differing usages 

prevail. Some organizations carry to the surplus account each period 

the net amount of profit or income as shown by the operating state- 

ment. From this surplus deductions are then made for any amounts 

disposed of, such as for dividends. Other organizations carry such 

profits in an account called “undivided profits,” limiting the term 

surplus to an account to which certain sums are transferred periodi- 

cally from the first account. This method merely subdivides the 

earned surplus into two accounts more or less arbitrarily. Some 

organizations in their annual balance-sheets use the term “undivided 

profits” to display that portion of the net earnings of the preceding 

pericd which has not been appropriated, transferring the undivided 

profits of other periods to the surplus account 

Portions of earned surplus may be set aside under many distinct- 

ive headings to show the purposes for which they are appropriated, 

such as “reserve for sinking fund” “reserve for betterments,” 

“reserve for new factory.” Any reserve set aside for the purpose of 

acquiring additional assets or for the purpose of liquidating liabilities 

is probably true surplus and should be grouped accordngly in the 

balance-sheet, 

Display of Surplus 

The accountant in his balance-sheet will probably desire to show 

separately each such subdivision of earned surplus, especially if it be 
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a subdivision authorized either by contract or by formal action of the 

board of directors. However, it is desirable that such subdivisions 
should be so grouped either by indention or otherwise that the total 

of earned surplus at the date of the balance-sheet may be displayed 

as a specific item or at least be readily ascertained. 

It is also desirable that in the balance-sheet the accountant 

should display surplus in such manner that the amount available for 

dividends may be readily ascertainable. All surplus which has been 

paid in or earned or has resulted from the sale of capital assets is 

presumably available for distribution as dividends unless it has beer 

definitely appropriated for some other purposes. That which is not 

available would include any balance of surplus resulting from appreci- 

ation of assets and all items of surplus which had been impounded by 

action of the board of directors. 

So far as reserves are concerned, there are only three possible 

places upon the balance-sheet for them to appear: first, as a direct 

deduction from assets to which they definitely apply ; second, as part 

of the analysis of the surplus portion of proprietorship; third, as 

laibilities. If such an item measures a true liability, it is questionable 

whether or not the term “reserve” should apply to it. One justification 

might be that such use of the word indicates that while the element 

was recognized as a true liability, the amount used was an estimate 

only, as in the case of a reserve for federal income taxes set up on a 

balance-sheet before the amount of this liability could be definitely 

ascertained. 

Earlier in this paper, I called attention to the fact that there is 

an increasing tendency on the part of accountants to make a marked 
differentiation in the display of liabilities as distinct from proprietor- 

ship interest. The old-fashioned balance-sheet in which all credit 

amounts were tabulated one after the other upon the right hand side 

without marked grouping or classification has given way to the 

modern balance-sheet wherein the attempt is made to display definite- 

ly all those totals of classifications which are of interest to the 

business world. Liabilities are subdivided so as to show the total of 

those of a current nature as distinct from those which are of a more 

permanent nature. The inclusion of capital stock obligations with the 

_ permanent liabilities is giving place to the method wherein all 

proprietorship measurements are grouped together, cumulating in a 

total which displays in one amount the net excess of all assets over 

liabilities. 

In the case of par-value stock this total will usually consist of 
the items representing capital stock plus the surplus items, or minus 

deficits, if there be any. The total proprietorship item above referred 

to is sometimes given a definite designation such as “book value of 

capital stock” or “net worth.” Influensced by a no-doubt-praiseworthy 

idea of giving his client full money’s worth, the accountant has 
frequently gone farther than this, and has parenthetically shown 

396 



CLASSIFICATION OF SURPLUS 

what he alleges to be the “book value per share” which he obtains by 

dividing this total amount by the number of shares of stock. If the 

stock is all common, this result probably is correct, but no doubt all of 

us have seen such display made in balance-sheets which contained 

both common and preferred stock. Where there are two or more 

classes of stock differing in their rights and privileges, the calculation 

of the book value of each share may become a complicated procedure. 

Careful consideration must be given to the relative interests of each 

group of stockholders in each classification of surplus. For instance, 

preferred stockholders may have no dividend rights whatsoever in 

paid-in surplus, if such surplus came from the common stockholder- 

only. The amount of earned surplus applicable to preferred stock- 

holders will depend entirely upon the character and amount of the pre- 

ference, whether cumulative or non-cumulative, whether participatin:; 

or non-participating, and the amount which has already been paid to 

them in dividends since their preference became effective. Unless the 

question is one specifically applicable, I doubt the value of the effort 

such a display, to be correct, would necessitate. 

Appropriated Surplus 

Surplus fundamentally represents a fund which is under the 
direct control of the board of directors of a corporation save in 

certain instances, such as corporations of a financial character, where 

this authority is limited to some extent by statute. At times this 

authority may be further limited by contractual relations, such as 

bond issues wherein sinking funds are required to be set aside out of 

earnings. Aside from these limitations the boards of directors have 
practically free control over the surplus. By vote they may set aside 

certain portions of it for certain purposes, such as reserves for new 

equipment, reserves for contingencies and other reserves of a similar 

nature, thus impounding that amount of surplus and rendering it non- 

available for dividend purposes. This impounding is often more 

apparent than real. Usually by vote of the board they may reverse 

any previous action unless other persons are definitely a party there- 

to. Because a board of directors has set aside a certain amount as a 

reserve for improvements is no guaranty that this reserve will be 

continued, for at a later date the board may again by vote turn this 

reserve back into the general surplus fund. 

I think that this point is worthy of emphasis, as it is frequently 

overlooked by business men. In fact one occasionally finds business 

men who are under the impression that the very term “surplus” 

involves a certain impounding or limitation of distribution. Many 

business men who separate earned surplus into two accounts, one 

being called undivided profits or a similar name and the other desig- 

nated as surplus, intend to convey the idea that the account called 
surplus includes amounts which it is their intention to retain in the 

business and that the giving of that name surplus serves notice to all 
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concerned of such intention, At the present time the term surplus is 

used in such a variety of ways that it may or may not give to the 
observer any such idea as the one intended by these men. 

The question naturally arises as to whether or not it is desirable 
to indicate any such impounding. If a corporation on December 31st 

displays a balance-sheet showing a very large surplus and on the 

strength of this balance-sheet borrows certain sums, there is in reality 

nothing to keep it from immediately thereafter greatly reducing this 

surplus through dividends. If the directors should take such action it 

might be held that they have in a sense deceived the lenders of this . 
money even though they remain technically within their rights, both 

as to law and accounting. Because of this it might seem desirable to 

adopt a certain terminology for the funds which were intended to be 

withheld from dividends so that the mere use of such terminology 

would be more or less definitely a pledge on their part to retain these 

funds for the use of the business and for the protection of creditors. 

Such a definite impounding of surplus might at times prove 

undesirable, as occasion might arise when their credit would be 

greatly impaired and therefore their creditors’ rights be imperiled, 

unless dividends should continue to be paid regularly, and it might be 

that such dividends could not be paid without using some of this 

surplus, which, though rightfully available for such purposes, had 

been arbitrarily impounded at some preceding date. I feel that this 

matter is one which deseerves much study and consideration on the 

part of accountants. 

Surplus From Appreciation 

Many organizations owning certain capital assets whose market 

value has greatly increased since they were acquired seem unable to 

resist the temptation to add this appreciated value to the book figures 

representing these assets. The credit amount thus created should not 

be merged with items of a different source but should be credited to 

an account called “surplus from appreciation.” If this be properly 

displayed upon the balance-sheet and be definitely separated from 

other classes of surplus, there is no reason why anyone should be 

deceived by it. A very important point in connection with this item is 

frequently over-looked. Accountants find that many clients in 

depreciating such appreciated assets treat the whole amount of this 

depreciation as a deduction from income. Unfortunately accountants 

have frequently failed to correct this error. Such depreciation must be 

divided into two parts. So much of it as applies to the cost of the asset 

may be properly considered as a debit to income, but the portion of it 

which applies to the appreciated value must be deducted from the 

amount of surplus from appreciation. 

A certain corporation as a result of an appraisal wrote up its 

assets several million dollars. Because of the circumstances this 
writing up was tolerated by the accountant. However, if the proper 
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amount of depreciation of this increased figure based upon the esti- 

mated remaining life of the assets had been charged against income 

it would have displayed a result which would have greatly injured the 

credit of this organization. Such result would have been incorrect 

also, as it is contrary to accounting to withhold from profits for 

purposes of replacement amounts in excess of the cost of the items 

replaced. The amount of this annual depreciation was divided into two 

portions bearing the same ratio as the excess of the assets bore to the 

amount of the appreciation. The first of these portions being debited 

to income was sufficient to extinguish the cost value of the asset at 

the expiration of its period of usefulness. The other portion being 

applied annually to the surplus created from appreciation reduced 

that amount to zero at the same date. Not only was this correct but 

it was logical. It withheld from profits for purposes of replacement an 

amount exactly equivalent to the cost of the assets. It allowed the 

assets to stand upon the balance-sheet at their appraised value during 

their usefulness, and it amortized the surplus created from the appre- 

ciation over the period of the useful life of the assets so appreciated. 

Donated Stock 

One frequently finds, especially on the balance-sheet of a certain 

type of organization, surplus arising from the donation of capital 

stock. This account may be strictly correct, but one frequently finds 

that it appears at an overstated amount, due to the fact that it has 

not been reduced by the discounts resulting from the sale of this 

stock, or that it is of such a character that instead of appearing as a 

surplus item, it should have been used to write down the book value of 

the assets which were received for the original issue of capital stock. 

Usually it may be assumed that the donation of capital stock, if it 

follows immediately after the issue of such stock, is itself an indica- 
tion of the fact that the assets for which the capital stock was 

originally issued were. taken in at an inflated value. Such donated 

stock being listed as an additional asset results in a credit account 

carried under the name of stock donation or some similar terminology. 

As the donated stock account is converted into cash or other equival- 

ent assets, any difference because of discount should ultimately be 

applied to reducing the amount of the stock donation account. When 

the stock is finally disposed of, the adjusted balance upon this stock 

donation account will presumably measure the net asset valu’ 

resulting from this donation. If at this time it is evident that the 

original assets were inflated, this inflation should be eliminated by a 

proper reduction on the one hand of the book value of such assets and, 

on the other hand, of the stock donation account. If this is not done, 

all or a part of this stock donation account will measure, not true 

assets, but a mere book inflation of assets, which would be contrary 

to sound accounting and to conservative business policy. 

However, if the deflation above referred to has been properly 

accomplished and the original assets have been written down to their 
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correct value, there may still remain a balance in the stock donatior 

account. If so, this balance is true paid-in surplus, as it represents a 

contribution by the stockholders of actual asset value in excess of 

the capital stock issued therefor. 

Non-par Stock 

The stock which is issued without par value is still so new in the 

business world that very few definite principles regarding the hand- 

ling of the accounts which represent it have been evolved. This is 

especially true with regard to the element of surplus in its relation to 

non-par stock. 

It is quite generally accepted that the amount paid in for such 

stock shall be credited to the non-par stock account, and that undis- 

tributed earnings applicable thereto shall be carried in surplus 

accounts the same as for stock of a par value; but beyond this we 

find very little uniformity in practice. It has been held by some that 

any surplus attaching to non-par stock might be credited at once to 

the capital account, on the theory that the very purpose of the non- 

par stock is to show unit ownership only, without differentiation as to 

contributed value and earned value. Such treatment, however, would 

be questioned by an accountant. He would hold that such differentia- 

tion is essential for statistical purposes at least and would retain the 

capital stock account as to the measure of the value of the contributed 

assets. 

Stock of no par value, just as par-value stock, may be eeocueall 

by the organization ata price differing from its original issue. In 

such case, there is created an element affecting surplus. The 

re-purchase of such stock at an amount in excess of the assets 

received for its issue reduces surplus accordingly. In like manner, 

surplus is increased by the re-acquiring of stock at a price below that 

of its issue. Such surplus becomes a paid-in surplus, even though it 

applies to a stock which has no par value. 

If non-par stock is issued for variety of prices, as may readily be 

true where its issue covers a long period of time during which devel- 

opments have taken place that justify a constantly increasing price 

for the stock, the capital account at any time divided by the number 

of shares then outstanding gives the average value for all stock 

issued. Whether such average value should be used in the determina- 

tion of the premium or discount on re-acquired stock or whether for 

this purpose one should use the price at which the particular shares 

re-acquired were issued is a debatable point to which accountants will 

probably give further consideration before any definite rule will be 

adopted. 

Consolidated Surplus 

In consolidating the balance-sheets of affiliated or subsidiary 

corporations the asset item of investment representing the purchase 

of stock in subsidiaries must be eliminated, and in its place will 
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appear the actual assets and liabilities of the company whose stock 

was purchased. The amounts so substituted may not agree with the 

purchase price. In fact they seldom do agree. Any difference must 

necessarily affect the consolidated surplus. If, in lieu of the invest- 

ment asset, net assets of a greater book value are brought into the 

balance-sheet, the surplus account will be increased by the amount of 

this excess. In like manner it would be decreased if the substituted 

net assets were less than the investment asset. 

This change in surplus represents the net earnings or loss 

applicable to the investment and accumulated since the date of it 

purchase. For, presumably, any difference between the purchase price 

and the book value of the net assets so acquired at that date is covered 

‘by an adjustment of the consolidated goodwill account. This latter 

adjustment was discussed very thoroughly by Mr. Webster in his 

paper before this institute a year or two ago. 

Also in consolidating balance-sheets, surplus may possibly be 

affected by adjustment of intercompany items and the elimination of 

intercompany profit in the inventory. 

Measurement , 

While it is theoretically true that the accountant should analyze 

all surplus as to its source and so display it, yet, questions frequent- 

ly arise as to whether or not such classification is accurate. For 

instance, if a capital asset is sold for more than its book value is this 

excess a capital surplus ? May it not be that this excess was due to 

the fact that too high a depreciation had been taken in the past ? If 

so, the earned surplus has suffered to that extent. May it not be that 

all or a part of this so-called capital surplus is nothing more than an 

adjustment of the earned surplus account ? 

Again if the asset sold was one that had been contributed for 

stock originally, might not this excess really be paid-in surplus which 

the organization failed to recognize as such at the time of its contri- 

bution ? Is it not true then that few, if any, of our classifications or 

our measurements are absolute ? Is it not rather the fact that we are 

striving continually toward the truth rather than that we have been 

able exactly to reach the truth ? There are very few statements of 

absolute facts in accountancy reports. In most cases the best that we 

ean hope to do is to come as near to the truth as we are able, recog- 

nizing the fact that this is a progression which has no stopping place. 

No matter how completely the sources of surplus have been 

traced by the accountant, and no matter how intelligently he has 

displayed these classifications, there remains the vital fact that the 

value of his classification and display depends upon the accuracy of 

his measurement. What is the measurement of surplus ? We have 

indicated that surplus is the excess of assets over the combined 

liability and outstanding stock of a corporation. The measurement is 

then determined by the measurements of these other elements upon 

401 



THE CANADIAN CHARTERED ACCOUNTANT 

which the surplus depends. Surplus is not an element in a business the 

amount of which can be measured within itself or measured independ- 

ently of the other elements of the business. One may perhaps determine 

the amount of cash of an organization or perchance the amount of a 

certain class of liabilities without consideration of the other balance- 

sheet elements. This is not true of surplus. Surplus then is not an 

element distinct within itself but instead its value depends upon the 

combined measurements of all the other balance-sheet factors. The 

valuation of surplus therefore carries one back immediately to the 

valuation of assets. If a business man should ask any of the members 

of this institute to advise him as to this base of asset measurement 

the answer would no doubt be very definite. He would be told that 

any chose-in-action should be valued at its face value less a reasonable 

reserve for non-collectibility ; that inventory items should be valued 

at cost less any market depreciation that may apply to individual 

items. He would be told that fixed assets should be valued at cost 

less reasonable depreciation. These bases sound very logical and 

conclusive, but every one of us who practises accountancy has faced 

numerous problems where it has seriously stretched our sense of 

justice and of accuracy to apply these rules. There are many points 

constantly arising which do not seem to be fully covered by them. 

In Chicago a certain organization bought a tract of land many 

years ago for a price which now seems ridiculously small. Today this 

land is unquestionably worth a million dollars instead of the one 

hundred thousand paid for it. The directors desire to build an office 

building on that site and to float bonds to provide the funds. They call 

upon you for a balance-sheet. How are you going to display that real 

estate ? Shall you accept the valuation of the real-estate experts and 

record it at a million dollars, thus dumping $9000,000 into surplus, or 

shall you insist upon valuation at cost ? If you record it at cost are 

you displaying with any degree of accuracy the real asset value of 

this corporation ? Of course, they may form a new corporation and 

sell the real estate to this new corporation for a million dollars. In 

auditing the new corporation we would unhesitatingly value the real 

estate at cost, that is, at one million dollars. In reality are the assets 

of the new corporation worth one penny more than the assets of thre 

old corporation ? Have they by the juggling feat of establishing a 

new legal entity actually increased the valuation of their assets by 

900% ? 

On the other hand if we accept appraisal instead of cost as a 

basis of valuing our assets, then what is there left in accounting 

that would be dependable ? Every man’s assets would then be listed 

at as much as some alleged expert might estimate that they were 

worth. Balance-sheets would cease to have any dependability. Some 

might perchance hold that we were justified in tabulating that 

Chicago real estate at its present value because it had been purchased 

say fifty years ago but would not consent to such appreciation if if 
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had been bought say last year. With such a theory the question 

naturally arises if it is correct to accept a revaluation after fifty 

years but not after one year, at just what point between those two 

dates does the dividing line apply ? After just how many years doer 

an illegitimate procedure become legitimate ? 

Let us take another illustration. An organization which has 

developed many patents and processes may through their operation 

make a very large income, yet carry very few tangible assets. There 

are many such organizations whose annual income is several times 

their total tangible assets. Such an organization desires to borrow 

money at the bank, and asks you to prepare a balance-sheet. You list 

only the tangible assets but the directors say, “Here are our patents, 

our goodwill, what about them ? They are worth millions to us.” The 

accountant says “You can list them only at what they cost you.. You 

may capitalize the expenditures for obtaining patents, for advertising, 

etc., but that is all.” It is difficult to convince that organization of the 

logic of the accountant’s position. Usually before he is through 

convincing his client the accountant himself begins to doubt the logic 

of his own position. He realizes that he is illogical in valuing at cost 

assets in one organization which may have very little real earning 

power or usefulness to anyone and refusing to give any value to the 

accumulated results of the creative efforts of the organization just 

discussed. But he solaces himself by the thought that if we leave cost 

as the base of our valuation of assets, then where shall we stop ? 

Cost seems to be the only landing place amid the hills and forests of 

commercial] activities where we can make a safe descent. Leave it, 

and the sky is the limit, and there seems to be no place for us to rest 

without wrecking our whole scheme of value. These illustrations could 

be multiplied indefinitely but perhaps these are sufficient to indicate 

the fact that we have not as yet reached a perfect basis of valuation. 

The accountant is the last man who should drop conservatism and the 

last man who should become radical and depart from an essential 

procedure until he has discovered one which is better. But on the 

other hand he should also be the last man to be content to accept any 

basis as final. The accounting profession must devote much thought 

to the developing of greater flexibility in the rules of asset value 

without sacrificing fundamental principles. Don’t ask me how this can 

be done. It is not a matter for any one of us or two of us to solve, 

but it is a question to which the accumulative efforts of the profession 

should find a satisfactory answer. 

The measurement of surplus then depends upon the measurement 

of the elements which create it. Every adjustment in the valuation 

of any element affects surplus. Every change in the method of deter- 

mining the book worth of an asset affects surplus. Every variation in 

the accumulating of nominal elements or of policy in carrying a deferr- 

ed charge affects surplus. Properly to determine the amount of surplus 
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of a complicated organization involves a knowledge and a practical 

application of nearly every rule and principle of accountancy, and 

many of these are as yet indefinite or indeterminate. 

A study of any phase of surplus such as earned surplus makes us 

wonder whether or not we really know its characteristics. Earned 

surplus presumably is composed of profits that have been withheld 

from distribution. Why were they withheld ? Were they withheld 
merely through choice or through necessity ? Every accountant and 

every business man knows organizations in which the withholding 
was compulsory if the organization was to continue. If this with- 
holding is compulsory then is it profit? We have been recording 

profit as the earnings of an organization which may be paid to the 

proprietors. Now if these amounts which we display upon our state- 

ments as earnings can not be paid to the stockholders without 

damaging the business, are they really classifiable as profits ? How 

many organizations do you know which pay out in dividends all that 

the accountant shows as net income ? Very few. They usually state 

that it is conservative to withhold a portion of this net income for 

one or the other of well-established reasons. 

It is not my intention to announce that I am ready to discard our 

definition of net profit or that I advise an organization to pay out all 

of its net profits as dividends. Instead I am trying again to emphasize 

the fact that even such elements as net profit which we are sometimes 

prone to regard as well defined in the accounting world—even to 

these, we as accountants must give constant consideration, must 

study them carefully, if we would aid in bringing our profession a 

little nearer to the true and correct presentation of the essential 

elements of business activities and to fulfil as accurately as we can 

the function which the business world expects us to fulfil. 

(From The Journal of Accountancy) 

COSTING IN RELATION TO SCIENTIFIC MANAGEMENT* 

By J. H. H. Boyp 

(Director, Costs and Efficiency Methods, Central Stores Department, 

Ministry of Munitions.) 

The Chairman said that they had received a disappointment, 

having had a telegram from Sir Herbert Austin regretting his 

inability to attend. It was customary for the chairman to make a few 

*A lecture delivered before the Industrial Reconstruction Council 

in the Hall of the Institute of Journalists, Tudor Street, London, E. C., 

on 13th May, 1919, Mr Baker in the chair. 
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remarks, but they were dropping that on this occasion, and he would 

ask Mr. Boyd to give his lecture, 

The lecturer said :— 

It must be a source of gratification to everyone who has taken an 

interest in this very important question of scientific management to 

find that the Industrial Reconstruction Council have made it a part of 

their program. 

In this country we are today passing through a period of indust- 

rial unrest. There may be divergencies of opinion as to the cause of 

this, but there can be no difference of opinion as to the necessity for 

earnest endeavor being made to find a cure. 
It would be placing the claim very high to say that scientific 

management is, in fact, this cure, but it is not going beyond the mark 

to say that scientific management is one of the most important 

factors in the cure. 

The whole subject of scientific management is intensely interest- 

ing, as doubtless those who have attended the previous meetings will 

have found, and the fact that six different meetings have been 

arranged to deal with the subject indicates at once the amount of 

ground which has to be covered before one even gets a grip on really 

what is meant by the term. 

As far as I am concerned this evening, I have to deal with only 

one of the elements in scientific management—namely, the recording 

and the use of costs. 

There is always a difficulty in handling a subject of this kind, as 

one is compelled to choose between two courses. That is, a particular 

form of costing (or cost system) may be described in detail, or one 

may talk along broad lines avoiding all detail. 
The first method is open to the objection that it involves details 

of routine and the display of forms, graphs, diagrams, &c., and may 

leave the impression on the hearer’s mind that while the system 

illustrated might be all right for specific business, it would be useless 

for the hearer’s particular business. In an endeavor to imagine how a 

particular point would affect a particular business, the hearer may 

easily miss the main points of principle. 

The alternative is to deal only with the broad principles on which 

any costing system must be founded if it is to properly fulfil its 

functions, and then to outline what are the main functions. 

This method is liable to raise a doubt in the hearer’s mind as to 

whether the theory can be carried out in practice, unless, of course, 

the hearer has knowledge of the utility of cost records. 

As I have decided to deal with the subject on theoretical lines, I 

will anticipate this criticism by saying that I promise not to make any 
claim for a costing system this evening which I have not actually 

experienced or investigated, or which I have not seen fulfilled in 

practice. 
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In addition, if time permits, I will give one or two examples of 

results obtained by scientific management, using a cost system for” 

the purpose of centralized control. 

Costs as a Part of Scientific Management 

Briefly I think costs are the foundation on which scientific 

management must be built. They enter very largely into the whole 

structure, and finally they supply the roof. At first sight it might 

appear that this is a somewhat exaggerated claim, but if we consider 

what actually happens we may see that, after all, it is quite true. 

As long as money remains the medium of exchange, all that is 

done in business must eventually be expressed in terms of money. 

A manager may be an excellent technical man, but he does not, in 

fact, build his reputation on his ability to do certain technical duties 

personally, nor does he create much of an impression by showing his 

directors how well his factory or his office is laid out, if he cannot 

show that all that he is doing is leading to increased output and, 

through that, to reduced costs. This is especially true today, when he 

is faced with ever increasing cost in wages and material. The 

manager of today must be more than ever the guiding hand of the 

whole effort, and not the personal supervisor of petty details. Others 

must handle details for him; but he must have facts put before hin 

clearly and concisely, so that he may know in his office that the whole 

work, from the foreman to the apprentice, is running smoothly and 

efficiently. A costing system properly based, run, and used, will 

produce all that he requires for purposes of control. 

Before inquiries into the other subjects included under the 

general heading of scientific management are begun there must be 

some proof of the necessity for the inquiry. It is perfectly true that 

one may go into, say, a factory and, by looking round, see the need 

for improvement, but one cannot gauge the extent of this need until 

one has it down in figures, and those figures are best obtained fror 

a series of records—commonly called a cost system—which is design- 

ed to obtain information regarding output, wages, prices of material, 

efficiency of performance, &c., and all these facts must be known 

before one can get a good start on the reconstruction of a business. 

Having laid the foundation for improvement in the business by 

means of careful study of the various elements, it is necessary to have 

records to show the effect of the introduction of the new methods and 

to ensure that suggestions are actually being carried out and main- 

tained, and the only way in which this can be satisfactorily done is by 

having those records so designed that they can be used to record 

progress right on the spot. The manager should have placed before 

him, each morning if necessary, brief statements or graphs which 

show at once all the salient points calling for his attention, and he 

can thus keep in constant touch with the progress of his reconstruction. 

Having introduced new methods, and having established a system 
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of recording all the necessary details to enable a close grip to be kept 

on the running of the business without the necessity for personal 

supervision of the actual work, the man responsible can cap all his 

efforts by showing in hard facts and figures the progress he has made. 

The foregoing, although brief and described in somewhat general 

terms, will, I hope, serve to show the necessity for and the use of the 

proper recording of costs in the reconstruction and control of any 

business. I venture to say that the introduction of an efficient cost 

system into any business where one does not already exist, or where 

the present one is unsuitable, will almost invariably raise the question 

of the necessity for inquiry into methods, &c., and ultimately lead to 

some form of reconstruction and improvement. 

Costs Definition 

Now let us look at what we mean when we speak of costs. The 

word “cost” is very like the word “clerk,” inasmuch as it does not 

convey any definite idea in itself. I have, therefore, prepared a very 

simple diagram in the shape of an addition in arithmetic. 

Wages Cost 

Material Cost 

Fundamental Cost 

Direct Cost 

Prime Cost 

Departmental Overall Cost 

Total Departmental Cost 

Administration Overall Cost 

Total Cost 

It will be seen that the first little sum shows wages added to 

material, giving a total of fundamental cost. Fundamental costs 

are costs which can, in fact be recorded with accuracy against the 

operation on which they are actually incurred. ? 
We then have fundamental cost added to direct cost, giving prime 

cost. Direct costs cannot be allocated with accuracy to any particular 

operation in a piece of work, but they can be charged direct to the 

whole of the particular work, and, when added to the fundamental 

costs, they give prime costs, which are the costs that can with 

certainty be allocated directly to the work. 

Prime cost added to departmental overall cost gives total depart- 

mental cost. Departmental overall costs are costs which cannot be 

charged with accuracy to any particular operation of piece of work, 

but which can be charged to a particular department. 

We then have total departmental cost added to administration 

overall cost, which gives total cost. 
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Now, I think, we can be quite clear on what is meant when we 

speak of costs, and it will be seen that those headings cover all the 

costs which enter into any business. 

The actual term used is of no real moment—for instance, “overal’ 

costs” may be more commonly known as “overhead charges,” “over- 

head cost,” &c. 

Unit Costs 

I can imagine someone saying, “Well, that is all right, because I 

already have a record of all these costs. I have my pay sheets, which 

show me the amount of money I have spent in wages; I have my 

Purchase Account, my Stores Balance Sheets, and my Cash Accounts, 

&c., which show me the amount of money I have spent in all these 

other things.” That is true; one can get from any good system of 

financial accounting all these items, but what one does not get is a 

grip on whether the amounts which have been spent have been wisely 

spent. That is where the cost system comes in. From a control point 

of view it is useless knowing only the bulk expenditure. One has to 

get the expenditure split up and identified with specific units of work 

and the information must be available as the expenditure is being 

made or immediately after it has been made, instead of some consider- 

able time after the money has been spent. As an example :— 

A firm building motor-cars would not derive much satisfaction in 

knowing that after they have made a 100 cars they have spent too 

much in wages, materials, &c. If they were in keen competition and 

had to watch carefully’ the price at which they had to sell the car, 

then it would be necessary for them to take each particular part and 

keep a day to day grip on what it was costing them to make each 

part, so that they could be assured that when the parts were finally 

assembled and the car produced ready for sale they would not be in 

the position of having to raise the price of the car or lose money on 

the transaction without having had the chance of doing something to 

reduce the cost. 

The points to be noted here are :— 

(1) Bulk or total costs are insufficient for purposes of control. 

(2) Costs must be built up from fundamental cost to the total 

cost. 

(3) Work must be carefully examined and separate records of 
costs prepared for each operation or group of operations. 

(4) The costs for each operation (or group) must be related to 

appropriate units of work. 

(5) Certain costs may, in the first instance, be controlled by units 

of service rendered before being added to costs expressed per unit of 

work—for instance, rents, lighting, &c. 

(6) The cost records, whatever their shape, must be the telegra- 

phic advice keeping the manager posted on what is happening day by 

day. Cost records must be “business news.” 
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(7) The preparation of statistics is often looked upon as a 

system for controlling costs, but there is this vital difference between 

the two—statistics are simply “business history.” 

Use of Costs to the Manager 

Let us look now at what a good costing system means to a “live” 

manager. Time will not permit of my dealing with every point in this 

connection, and I will, therefore, content myself by taking a few of 

the principal uses of a costing system. 

Imagine the manager as a traveller in a foreign country—a cost- 

ing system is his map directing him in the right road to travel to 

reach certain points. 

As captain of the ship, the costing system is his chart guiding 

him into safe channels and warning him of dangerous rocks. 

As a general at headquarters, the costing system is the observer 

who by means of plans, diagrams, and figures, shows him the weak 

spots and indicates the points of attack. 

A costing system enables the manager to make a diagnosis of the 

business and have diseased parts removed by his practical men or his 

experts. 

It is an indicator as to the necessity for action, and it also shows 
him whether the necessary action has been taken and whether it has 

been effective. 

Elimination of Waste ~ 

One of the principal uses of the costing system is that it assists 

in the elimination of waste, which, after all, is the essence of scientific 

management. As a matter of fact, the introduction of a costing system 

into a business will, in itself, eliminate waste in wages and in material, 

&c., simply by introducing the necessity for writing down why and 

where the expenditure has been incurred. When this is done in con- 

junction with the study of better methods, and the various other items 

which are included in scientific management, then one gets the 

combination which, I hope, in the future will be called —not “scientific 

management”—but just simply “management.” 

A costing system may exist and may do good work quite apart 

from efficiency studies, but the full benefit from a costing system can- 

not be derived unless the efficiency side is also dealt with, but on the 

other hand no amount of efficiency work would prove of lasting good 

without a costing system to control the results. 

As an example of where the introduction of a costing system 

saved money, there was certain work on which tractors were employed. 

There was no system of immediate control, but statistics were prepared 

from time to time showing the amount of work which had been done, 

and so on. A month or six weeks after a system of job cards and 

other records was brought into use the average acreage of a tractor 

per day was trebled, and that without any change having been made 

in the method of doing the work. The saving was due absolutely to the 
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elimination of waste time, and the cutting down of the idle time of 

the tractors. 

Again, in connection with a certain small fleet of tractors, the cost 

of the repairs per week was cut down by 50 per cent., simply by 

having recorded what repairs were done, why they were necessary, 

and what they in fact cost. 

There was also considerable saving in petrol and accessories by 

proper stores accounting which formed part of the costing system. 

Idle Time 

I have already mentioned idle time, but I am giving it a separate 

heading as I wish to draw particular attention to this subject. 

How many managers know the amount of idle time in their works 

or factory ? Ask a manager and he will answer, “practically none.” 

Ask, further, how he knows this, and when he has cooled down he will 

probably tell you that he has eyes which he uses. 

It is amazing how many managers rely on the powers of observa- 

tion either of themselves or their subordinates to eliminate idle time ; 

but get the idle time actually recorded and it will be found that it is 

probably much in excess of anything they ever imagined. 

The obvious objection is that workmen will not have idle time 

recorded—that it will be dumped into something else ; but the costing 

system can be made sufficiently complete to prevent time being 

wrongly allocated. 

Chase this idle time! Like the will o’ the wisp it may flit from 

point to point and you may never catch it. but at least it disappears. 

Kill one moment of idle time and it is added to the productive time of 

the day. 

The proper planning of work and the careful fixing of standards 

will prove how time can be saved and fully utilized, but it is necessary 

to have records which will show that all that has been planned in this 

direction is being carried out, and such records are essentially part of 

a costing system. 

Estimates 

A good costing system will keep the manager constantly supplied 

with up-to-date figures with which he can make estimates and fix 

prices. There will be no element of uncertainty as to whether his 

estimate of future expenditure is sound or as to whether a price 

which he is quoting is too large or too small, when he knows that he 

is basing his quotations on figures obtained “red-hot” from current 

work. ° 

Even if the particular class of work for which he is preparing an 

estimate is not going on at the moment, if he has cost records for 

similar work done in the past and also records which show the changed 

conditions in the cost of wages, material. &c., since the work was 

done formerly, he can prepare an intelligent estimate and feel confi- 

dent that he is not far out in his conclusions. 
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Estimates prepared without the aid of cost records must be more 

or less in the nature of guesswork. 

I heard of a case recently in connection with a firm of manufac- 

turers, and by no means an unimportant firm—as a matter of fact 

their name is practically a household word throughout Great Britain 

and the Colonies, in connection with their particular manufacture. A 

customer wrote in giving an order for certain articles to be made and 

asking a quotation. The request reached the office, a clerk from the 

office went out into the factory, got hold of the foreman who was 

responsible for this kind of work, asked him how much he thought it 

would cost to do the job, took the foreman’s word for it, added on a 

number of different percentages to cover other charges, and then 

quoted the price. All I can say in connection with that is that I would’ 

feel very sorry for the shareholders in this firm if and when they are 

up against competition. That is a specific case, but I can assure you it 

is not an unusual one today in many of the various big commercial 

concerns in Great Britain. 

Capital and Revenue 

In a business where capital cost and revenue cost are being dealt 

with, then a costing system is absolutely necessary. 

A good example of this is in public utility companies, say rail- 

ways, gas works, electric supply stations, tramways, telephone 

companies, and so on. Where capital and revenue work is being 

carried on day by day, sometimes side by side, and very often by the 

same gang, then there must be some safe method of allocating the 

cost correctly to Capital and to Revenue Account if serious conse- 

quences are not going to result. 

I know that questions of policy very often enter into the decision 

as to the allocation of certain cost to Capital Account or Revenue 

Account, but surely it is advisable to get the proper allocation first 

and make any adjustments which may be necessary afterwards. It is 

very unsafe to play about with the allocation of cost, as, sooner or 

later, investigations may be made which may reveal a state of affairs 

for which the manager may have to accept responsibility. If he has 

his cost records he can always show just how much of the responsi- 

bility is really his. 

That matter, I think, is sufficiently clear, and I need not develop 

it further, but I will just repeat that a good costing system will keep 

this record as between capital and revenue quite safely. 

Depreciation 

Fixing proper rates for depreciation and building up records in 

respect of depreciation are two of the most difficult points in the 

accounting of any business. 

There are several methods of calculating depreciation charges, 

and a discussion as to which is the best method would require a 

meeting to be devoted to this subject alone. I think I am right in 
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saying that any method involving careful study and detailed calcula- 

tions is generally avoided, and some “get there quickly” method 

adopted. This may be all right for certain businesses, but where there 

is a varied plant, and where costs must be solid, the method of 

calculation should be the subject of serious consideration. To indicate 

preference for any particular method would probably result in a 

discussion which would be rather outside the scope of our present 

meeting. I must, therefore, leave the subject of depreciation with you 

for your quiet consideration and with the hope that the importance of 

this subject in modern business will be fully realized. 

The whole point, as far as I am at present concerned, is that cost 

records are necessary to enable the manager to handle this question 

properly. 

Beware the easy so much per cent. per annum method, based on 

so called past experience without any cost records. 

Running Inventory 

Many times during the life of a business the question arises as to 

whether the capital value as shown in the books is, in fact, represent- 

ed by the assets, and the usual way of checking this is to carry out an 

inventory. Inventories are frightfully expensive and are not always 

satisfactory. A well designed costing system. however, can be used 

to maintain a running inventory—that is, it will record all additions 

to or subtractions from, plant, &c., in quantities and at the same time 

will record the effect as far as value is concerned. It is then only 

necessary to check the book value at extended intervals, and during 

the time between one inventory and another one can feel fairly happy 

that there is nothing going seriously wrong. 

In a workshop or a factory where all plant, &c., is easily viewed 

this Guestion of maintaining a running inventory is not very import- 

ani ; but in concerns where there is a scattered plant, and where the 

physical survey of assets is a difficult matter, an inventory kept 

automatically up to date is something worth while considering, and it 

can be accomplished by means of the cost records. 

The position of a manager who can say at once that his book 

values are sound is ever so much stronger than that of the manager 

who must have an inventory made before he can certify his book 

values. 

Progress Records 

It is a common belief that a cost system is only concerned with — 

cost as represented by expenditure of money. This is not right, as it 

limits the real utility of a cost system which may be made to embrace 

all records necessary for the manager in the control of the business. 

As an example, take records of output; these are absolutely 

necessary to the manager to enable him to keep a grip on th~ 

progress. 
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Where piece-work rates or payment by results are used, the out- 

put per worker must be known for wages calculations. 

Where standards have been fixed, output records must be made 
to arrive at the efficiency per man, per machine, &c., as compared 

with the standard. 

Those output records may be made up quite apart from the 

records of cost, but it is advisable to have them incorporated in the 

cost system. There are several reasons for this. 

(1) A manager may be entirely satisfied with output as output, 

but when he sees that to obtain this output he is considerably increas- 

ing the cost, he may find it necessary to slow down. To accomplish a 

huge bulk of work is not always economical, and it is frequently done 

at the expense of efficiency. If, however, the manager has placed 

before him the cost, together with the output, he can at once size up 

the situation. 

(2) Workers responsible for compiling output records may 

have very little interest in the figures, but when they realize that 

their payment depends on accurate records of the work performed 

they will take quite a different view. It is always advisable to get 

output recorded on the time sheet or job card. 

(3) The use of standards does not end with the fixing of the 

standard. There must be some record of accomplishment as compared 

with the standard set. Standards are set only after careful study, and 

they have as their object the fixing of a goal which must be reached 

before 100 per cent. efficiency can be claimed. Behind all this is the 

real question—that is, cost—and the record of efficiency in perform- 

ance is, therefore, one of efficiency in cost, and should be included in 

the cost records. 

It will be seen that a cost return or summary, to be complete. 

should show :— 

(1) Cost in wages, material, &c. 

(2) Output. 

(3) Standard. 

(4) Efficiency. 

(5) Cost per unit of output. 

(6) Any other information regarding hours, &c., which may be 

considered necessary in any particular business. 

Use of Costs to the Workers 

Now I come to one of the most important points of all. Up to the 

moment I have been looking at the costing system from the manager’s 

point of view. and when I say “manager” I mean shareholders, 

directors, &c., whom the manager represents. 

Now I want to look at it from the man’s point of view. When I 

say “man” I mean the worker. 

Reading the evidence which was submitted during the recent Coal 

Commission I was very deeply impressed by the fact that, while 
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shoals of figures were produced, there was an element of uncertainty 

running through them all. When a Government witness came along 

and said that, had his department had certain figures six months ago 

which they had today, then a levy of something like £25 000,000 would 

never have been made, he might have gone further and said that the 

figures which he had today would probably be useless six months 

hence, because while they might be statistics of what happened six 

months ago, they are not the facts today, and they would be very 

much less the facts in a further six months’ time. There we have the 

great difference between statistics and costs. It is surprising to find 

that these two terms are frequently considered synonymous ; that is 

a fatal mistake. 

Statistics are the history of something which has passed. Costs 

are the news of what is actually happening at the moment. Statistics 

may be helpful and interesting, but costs are vital, and, having served 

their use as costs, may be used again to build up statistics, and 

because they are proved figures at the time when they are produced 

their value as statistics is very much enhanced. 

I think it safe to say that one of the reasons why statistics have 

no power of conviction when placed before the worker is simply 

because they are something which the worker does not grasp, and 

that is no fault of his. If, however, the worker knew that the figures 

which were being placed before him were figures in which he himself 

had produced the fundamentals, and if, in addition, he could be showr 

exactly what had been added to these fundamentals, then he is looking 

at something which he can really comprehend. 

The relationship between manager and worker is a different thing 

today than it was several years ago, and it is yet in the state of 

evolution. Let us do all in our power to avoid this becoming revolution. 

The manager is now faced with the choice between friction and 

co-operative working, and to get into sympathetic touch with the 

worker he must be prepared to produce his cost figures in such a 

shape that they can be understood by the worker or his representa- 

tives. 

It is useless talking “up in the air” when discussing wages and 

their effect on costs, or shorter hours and their effect on output. Facts 

are solid and can be produced, provided the necessity for accurate 

unit costing is realized and met. 

Sir Robert Horne, Minister of Labor. in a speech at a luncheon at 
the Aldwych Club, mentioned that the employers in a certain industry 

had said that the industry could not stand increased costs. That 

statement was received as such statements have been received for 

years past. The men did not believe it. It requires elaborate inquiries 

to convince people as to the truth. 

That is the whole point. If the employers had had their costs 

properly built up they could without any elaborate inquiry place 
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before the men the real facts as they are happening today, and the 

men, I feel quite certain, would at once know that what they were 

being shown was the truth. The elements of doubt and distrust must 

be eliminated from the minds of the workers by straightforward 

dealing with figures of cost. 

He mentioned a few things for which the country is striving today 

to make the lot of the workers better—that is, such things as shorter 

hours, more leisure, a larger share in the fruits of industry, a 

measure of industrial control. He further went on to say that the 

employers were prepared to meet their men with a broader mind, and 

that the general principles, &c., were clearly recognized by everybody. 

He then said that one might hope in the immediate future that this 

new spirit would lead to a system of Industrial Councils on which 

workmen and employers would be represented, where they would sit 

round a common table and come to common decisions for their 

common interests. 

I want to say, and say as strongly as I possibly can, that all the 

good intentions underlying Industrial Councils will be absolutely 

fruitless unless the facts with which the workmen and employers are 

dealing are fully understood and fully accepted by each. 

As far as wages, hours, cost, &c., are concerned the one way in 

which to obtain those essential facts is by means of a system of 

accurately recording the costs on each specific kind of work, so that 

the employer may talk to each man about his own particular job and 

tell him what each unit of work in that particular job is-in fact cost- 

ing today. He can then proceed to build up the cost step by step in 

such a way that the worker will fully realize just how much, or how 

little, of the total cost is represented by the amount paid to him in 

wages. 

Conclusion 

All that we may do, all that we may say, regarding the benefits 

to industry to be derived from scientific management will be of nc 

real value unless we are careful to see that the accounting system in 

a business is properly organized. Iam not going to discuss what I 

think is a proper organization, but I would give this word of warning 

regarding cost accounting. 

A cost system cannot be lifted from a book or from one business 

and placed into another business. Each business must be carefully 

studied and a system of recording costs adapted to its needs. The 

system must be built up and not bought ready made. It would be 

considered rather foolish if a six-foot man bought a ready-made suit 

of clothes originally intended for a four-foot boy and tried to wear 

them. That kind of thing is often done with costing systems. and of 

course, they do not work, and eventually are dropped as useless. 

Once a manager has experienced the use of a proper costing 

system he will never be without one whatever business he may tackle, 
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and everyone who preaches the gospel of scientific management knows. 

how very important is the accurate preparation and intelligent use of 

cost records. 

The Chairman: I think we are indebted to Mr. Boyd for a use- 

ful and very interesting paper. We shall be glad to hear any 

questions. 

Mr. Crossley Jones: With regard to the standards which you 

put up against your costs, could you give us any idea of the best 

means of obtaining them ? 

A member: I would like to ask if figures are placed before the 

workers in the way you suggest. It seems to me a new departure. 

Mr. J. F. Butterworth: Personally, I should like to thank Mr. 

Boyd for an eminently sensible and practical paper. I have no question 

to ask beyond this, in amplification of the methods he has spoken of, 

whether he has ever heard of the system that is used by many of our 

American friends, known as graphic control. It consists of a chart on 
which the various machinery is set out, and it is the duty of a member 

of the staff to put a small red flag to indicate that a machine is lying 

idle. He then wants to know how and why, and as quickly as possible. 

That checks some of the loss of time. Secondly, with regard to his 

remarks as to railways; a few years ago the railways in Americ: 

combined and petitioned the Senate to allow them to raise their rates 

by some 15 per cent. to 20 per cent., I think it was. This raised a 

storm in commercial circles, and the result was that the people who 

were preaching scientific management were able to put before the 

Inter-state Commission of Washington such a case against the rail- 

ways that the Stenate refused the increase. In other words, they 

demonstrated to a committee which sat on the subject that if the rail- 

ways of that country only applied scientific methods there would be 

no necessity to increase the rates; inasmuch as the methods they 

were employing were costing them five million pounds per day. That 

was proved to the satisfaction of the Commission and the Bill was 

thrown out. And in connection with that I can mention an interestin 

fact with regard to our own railways; a certain American engineer 

over here had an opportunity of inspecting the locomotive shops of 

several of our leading lines. I will not mention the names for obvious 

reasons, but he told me he was astounded to find a difference of no 

less than 30 per cent. or 40 per cent. in the idle plant. On some lines 

they had 17 per cent. of the plant awaiting repair. Other lines went 

up as high as 52 percent. If that is not a case for inquiry I do not 

know what is. With reference to his remarks on depreciation, I am at 

one with him, but I say that if proper standards are adopted in every 

establishment, machines must be kept in full repair and the difficulty 

will be minimized and become a decreasing item. Then, as regards 

output, it may surprise you to know that in some businesses in Amer- 

ica the employer has one time-keeper to 32 men. That would give 
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employers here a fit. They find it pays. It also pays well, because of 

their polyglot labor, to make up their gangs out of people from one 

country—a gang of Irishmen, another of Englishmen, and so on ; 

and they institute a friendly rivalry between them by constantly 

telling them what the other gangs have done. That is one of the 

effects of good time-keeping, and letting the men know what is bein~ 

done. 

Mr. Carlin: We all know that some men will do as much work 

in four hours as others will in six. I should like the lecturer to explain 

how that will affect his system. 

A member: I should like to Know if Mr. Boyd has ever experi- 

enced an attitude of suspicion on the part of the workers towards 

cost records. 

Mr. Grant :What value are the records going to be unless you 

know how long the job should take. I mean the records of work done 

in the factory by the mechanics. I suggest that the only way in which 

it can be done is by a scientific method of rate fixing, which he seems 

to have missed out entirely in his lecture. 

Mr. Crickwood: May I ask the lecturer to what extent cost 

systems are in operation in this country. I ask that question because 

Ed. N. Hurley, head of the Merchant Shipping Board, says that in 

America 10 per cent. or less of the factories are run on a sound cost 

system. I should like to know to what extent they are used in this 

country. 

Mr. Clemens: There is one point I should like to ask Mr. Boyd. 

I understand he had the privilege recently of visiting certain manu- 

factories in the North of England, and I should like to know what 

agreements he found in force between the actual financial accounts 

and the Cost Account. I think he will find, where the cost system is 

well done, there is a lack of agreement between the financial and the 

cost, agreement as far as overhead charges are concerned. In other 

words, they do not always include in their complete cost everything of 

overhead charges which should be included. 

Mr. Elbourne: With regard to Mr. Boyd’s lecture it occurs to 

me that, in referring to industrial unrest, and seeking a remedy for 

that unrest, he does not diagnose the position as it is today. We are 

in the midst of an industrial revolution. To use the word “revolution” 

is not to wave the red flag or use violent methods; and it is not a 

question of remedy; it is a question of direction, and to give it that 

direction is the duty of every one who has any responsibility in 

industry. For me to cover the ground traversed by Mr. Boyd in his 

lecture would detain you longer than it is reasonable I should attempt 

to do; but there is to my mind running through this paper a special 

pleading for the functions of the accountant in charge of the cost 

accounts that he shall arrogate to himself all statistics. He discredits 

statistics in general. It seems to me it is a case of special pleading. I 
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suggest that it is part of a propaganda which has emanated from 

various quarters to claim for the accountant functions which should 

be accredited to the engineer, plus the accountant. It is the co- 

ordinating of the two that is needed. For the accountant to stand up 

and say he will inform the management what is right and wrong, 

that he will point out the weak spot, is all nonsense (laughter). They 

are in this difficulty, that they have no standard except that which is 

given them by the engineer, and any departure from that standard is 

something which they are not qualified to criticise. I am not depre- 

cating the value of cost systems, but when output falls per hour they 

can only point out differences, and I fear there is an attempt to make 

it an elaborate fault-finding method, whereas what we want is co- 

ordination. We are today faced with the necessity for real facts. I am 

entirely in agreement with Mr. Boyd that there is a growing need 

that costs shall be clearly stated and clearly arrived at. To talk of 

fundamental and direct costs is confusing. Fundamental costs are 

costs essential, and overhead management is just as essential as the 

workmen’s wages. It confuses thought to break away from the 

obvious meaning of these words. If he wants to use descriptive terms 

he can talk of direct costs and secondary costs,and then his “on” costs. 

But it is perhaps unfair of me to give you a lecture. It is the first 

time I have come to these meetings, and while that is my loss you will, 

I hope, forgive me for taking the opportunity to protest against 

special pleading on behalf of the accountant. The engineer is to be the 

“star,” and they are to help him. (Hear, hear.) There are many 

details I should like to discuss, but it would be unfair to you to take 

up your time. 

Mr. Whitfield: I should like to ask if Mr. Boyd has actually 

placed these cost records before the workers, and, if so, what the 

results have been. 

Mr. Charter: The lecturer said that when figures were placed 
before the workers they were always received with a great amount of 

suspicion. I want to ask him if he is suggesting that employees should 

be represented in the office of the firm for which they work when cost 

records are being prepared ? 

The Chairman: I think most of you know that I am a trade 

union secretary. Two questions have been asked as to which Mr. Boyd 

has not had the same sort of experience that I have. I may say that 

managers do put figures before their workmen, and the workmen are 

rightly suspicious of those figures. What happens with your costing 

system ? You send a man down with a watch and he stands over 

another man watching him work. Now the man who is working is 
chiefly interested in his job, and in his wages. He begins to exercise 

his limited imagination and wants to know what is in the wind, 

because he is afraid that the next thing that will happen will be that 

he will lose his job. If your costing system is worked on these lines, 
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he is rightly suspicious. That is not Mr. Boyd’s view tonight. Witt 

regard to figures, I have had figures put before me by engineers and 

shop managers at one interview, and I have had a copy of these 

figures supplied to me privately and confidentially, and for my own 

use, which were used in a second interview before the commercia’ 

management and the chairman of the company ; and the whole job lot 

denied as being inaccurate. When we have these experiences we are 

rightly suspicious of figures put before us. You have a knight in the 

iron and steel industry saying that the cost of producing a ton of steel 

is 75 per cent. of the cost of the steel produced. That is one set of 

figures. We are suspicious of them. You have the Iron and Steel 

Institute telling the country that these men earn £20 a week, and that 

that is why you cannot compete with Germany or America. The 

Smelter’s Union reply that the cost of producing a ton of steel is only 

8d. per ton. Can any sane man say that such a smelting cost prevents 

you competing with Germany and America ?. These are figures; we 

can pelt each other with figures like that until further orders ; but all 

these figures are used to favor some other body. It might be the 

general public; it might be the trade union officer or the general 

manager. It is a game that is played before the public for your enter- 

tainment. Mr. Boyd wants to take us one step further and get out the 

details of that cost, and tell the workman not only how but why ; and 

when you do that the workman will respect you and your figures. 

(Hear, hear.) So for as we are concerned we have sufficient standing 

with the employers that if we demand to see their books they will let 

us. And what are you up against ? You are up against that account- 

ant who has such an elaborate set of books that no ordinary mortal 

can fathom what on earth he is driving at. (Laughter.) That is the 

secret of the profession. They retain it so that you and I cannot enter 

in. Notwithstanding all that, I am for scientific management and for 

a costing system; and in our union. if you come along, you would 

find us applying this sort of thing. When men lose time we want to 

know their rate, the time they lost, and we look up the time tables and 

see that it is just.so. That is the kind of thing Mr. Boyd wants. I do 

not agree with our friend about statistics, because they serve a useful 

purpose, and I do not think Mr. Boyd objected to their use. But what 

he says is that you are getting your information from statistics after 

the fair. You are learning about the failure you know of ; but what 
you want to know is to get in at the beginning before the failure 

occurred. I have had a pretty wide experience of meeting employers 

and on our side we put in accountants to examine the books. Our 

wages are regulated by the net selling price or net price that the 

employer receives for the commodity. or group of commodities. We 

are interested in about 50 sliding scales, and we employ otitside 

accountants. Each side pays its quota, and we do not think it would 

pay those accountants to make an inaccurate return on a matter of 
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such small importance to them as the net average selling price. We 

adopt these scientific methods of trying to get right. I am very 

pleased to be here this evening ; I have been keenly interested in the 
address, and I am now going to ask Mr. Maurice to move a vote of 

thanks to Mr. Boyd. 

Mr. Maurice: I have much pleasure in moving a vote of thanks 

to Mr. Boyd for the interesting lecture he has given us tonight. It is 

the fourth of the series, and I think you will agree with me that it 
has fitted into its place, and has given us just the information we 

wanted on this question of costing. 

Mr. Atkinson: I have great pleasure in seconding the resolution. 

I have listened with the greatest interest to this paper, because I am 

in the midst of introducing a costing system into one of the chief 

Midland industries. I find there is a lot of ignorance, but Iam tackling 
it. Mr. Boyd mentioned the point of idle time. I have found one great 

difficulty, and that is idle time. We find that if only one furnace or 

machine is working in a department all the costs go to that machine. 

In that department we have ten or twenty, and when they are all work- 

ing the costs come down enormously, while if one is working it bears 

the whole cost. That, of course, is wrong. It is one of the things I have 

a great difficulty in getting on to a proper footing. There is one more 

question I should like to put. When we get round the table discussing 

questions between employers and workers, and you find two firms are 

working together and one is paying 20 per cent. dividend and the other 

nothing, how are you going to get workmen to understand that state 

of things ? 

The resolution was carried unanimously. 

The lecturer: Mr. Chairman, ladies and gentlemen, I wish to 

thank you very much for having listened very attentively to what is 

usually an extremely dry kind of subject. I may say that I felt quite 

in my element when my friend attacked accountants, because the costs 

man is always in trouble in one way or another; still, he carries on 

(laughter). I am taking that point first, because it does want some 

clearing up. To my mind there are three different kinds of accountant. 

There are the financial accountant, the stores accountant, and the 

costs accountant. I have been handling costs for the last twenty years 

—since I was a boy—in one shape or another, and I have never been 

attached to any but the engineering or management side ; I was never 

on the financial side of the business at all. The reason of that is that 

the engineer is an executive officer; he has to do certain jobs. The 

costs accountant is simply there to do all he possibly can to help the 

engineer by showing him the the result of the work which he is doing. 

As a matter of fact where I am at present situated all the figures on 

which the standards are based all planning of work, and all that kind 

of thing, is in fact produced and done by engineers, but what I want to 

make clear is that I am quite in agreement that the costs accountant 
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is quite a special kind of accountant, and that his mind is in all prob- 

ability two-thirds technical and one-third accounting. If he is doing 

his job he is there in an advisory capacity and does not, in any 

circumstance, usurp the executive power of the engineer or of anybody 

else. I hope that point is quite clear. The point in regard to statistics 

was quite clearly answered by the chairman. 

With reference to the terms I used, if everbody in this room got 

up and told me what were the right terms for costing, the reporters 

would be kept here for a long time. Terms are simply a convenience 

and are artificial. I use terms which I always have employed and 

which I understand. I have no objection to your calling a thing any- 

thing you like, if you know what it means. The terms I used were 

intended to indicate that I was building up something from the basis 

to the top. , 
The first question put, I think, was as to the method of obtaining 

standards. The first meeting of this series was on “The Determination 

of Standards in Scientific Management,” and I need not apologize for 

not being able to answer that question fully in the time available now, 

since s full meeting and discussion were given up to the subject. The 

tixing of standards is an element in scientific management which 

requires study as a subject by itself. I brought standards into my 

paper because they are necessary and must be used in connection with 

costing. I would recommend the gentleman who asked the question to 

try and get a copy of the paper which was given at the first meeting. 

I understand they are available. He will then probably get some idea 

of how standards are arrived at. 

With regard to the big question of the presentation of figures to 

the workers, it is not a new departure, as the chairman has quite fully 

put it to you. Figures have been presented to workers, and that term 

which I used, of suspicion running through the worker’s mind, I really 

got from what Sir Robert Horne said, and he is the Minister of Labor 

and ought to know something about the suspicions of the worker. I need 

not refer to any personal knowledge of the suspicion among workers, 

but I know that it does exist. What I was pleading for was for the facts 

to be put down as plain as A B C. Costs require quite a lot of thought 

and knowledge to build up, and one cannot expect workmen, whose 

duty it is to do the job, to understand figures fired at them. What J 

am pleading for, therefore, is this, in the introduction of scientific 

management let us safeguard all these little points and endeavor to 

eliminate from the mind of the worker that suspicion, or feeling of 

suspicion—it may not really be more than a feeling; it may merely 

be that he says “I do not disbelieve you but I have not been able yet 

to believe you quite.” What I want to do is to encourage him to 

believe and to do it by being honest. 

To the question as to whether I have ever tried to use figures in 

dealing with workers, the answer is “yes.” I have found it extremely 

satisfactory. For instance, the forman would be called in and have 
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the cost of doing a certain operation shown to him. He would be told, 

“Look here, John ; you can do that job for such and such money, and 

yet yesterday you allowed your men to charge it so and so, and so 

you are losing money to the firm. Why ?” John would then go back 

and say: “I am not going to be on the carpet again. We are going 

to buck up and keep up to scratch.” You can get the same thing from 

standards. I have often found, when talking to workmen, that if one 
can transform the figures into money, money is something he can 

realize, whereas figures are often rather confusing to him. It is only, 

after all, a method of expression. 

With regard to the question concerning graphic control, I person- 

ally am a believer in graphic control, because I can always pick up a 

point more quickly from a line on a graph than from any method of 

setting out figures in the form of a statement; and I think that any- 

body who has used graphs for control purposes will agree that a rise 

or fall can be seen at once, and the comparison between point and 

point can be realized at once, very much more quickly from graphs 

than from statements. It is, of course, advisable to have alongside 

the graph a statement of the figures, so that you can find what a point 

on the graph means in figures. 

As to the figures of depreciation being included in the standard, 

that is true, but the point that I was after was rather the method of 

recording the depreciation readily in the financial books. You may fix 

your standard and may depreciate according to that, but you have got 

to have it translated into money so that it will reach the financial 
accounts, and I was pleading to do that via the costs, as the figure of 

depreciation is very important when you get the question of costs. 

The next question is as to the elimination of waste in the costs 

system and as to whether that would not be done by standards. The 

fact is that, as I said, the full use of the costs system can only be ob- 

tained when it is used in conjunction with the institution of better 

methods, the introduction of standards, and the planning of work) 

Imagine a factory where no time sheets have been kept and no job 

cards have been carried. and where everybody runs round doing a job in 

what he thinks is the best way, and the only form of control is that of 

personal supervision ; if you introduce into that factory a system of 

time sheets or job cards, even before you have time and bonus stand- 

ards fixed, you will get a certain amount of elimination of waste time, 

simply because a man has to write down what he was doing. That 
is all I say. I do not say that that is the limit of a cost system ; I say 

it will do that incidentally. The full use I have already explained. 

Then a question was raised as regards rate fixing being an 

important point. As a matter of fact, all these points are very 

important. If you had to fix rates, the first thing you would have to 

do would be to get standards. The question of rate fixing, however, 

does not to my mind, come under the heading of “Costing.” Had T 
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been dealing with Lecture No. 3 I might have got on to rate-fixing, 

but, as I am confined to Costing, I cannot touch it. It is not because 

I do not know it or want to avoid it, but it is not in the lecture. 

Then there is a question as to the extent to which costs systems 

are being used in this country. That is a question which it is difficul’ 

to answer, because it would require more knowledge of what is going 

on in the country than I have got, but as I have said, in that tour 

which I made I found that efficient costs systems were very very rare. 

I do know that good costs systems are in operation in this country in 

certain works, but I do not know that costs systems are in full 

operation throughout the whole of any particular industry. I feel, 

after the inquiries I made, that there is a very big necessity in this 

country for an awakening on this question of scientific management, 

of which costing is only one small part. 

Then there was a question as to including all costs in the Costs 

Accounts. That is absolutely necessary. There must be a reconcilia- 

tion between the Financial Accounts and the Cost Accounts. The latter 

must show that they have had through them in detail all the money 

which is said to have been expended by the business in the course of 

a period. If the Costs Accounts cannot be—and are not—reconciled 

and balanced with the Financial Accounts, there is no guarantee that 

the cost being produced is the real cost. As to the question of idle 

machinery, I rather think that our friend who spoke about the red 

flag on the graph rather got that point, but in any case the way to 

cope with idle time in machines is to take the number of machines you 

have and the amount of work you are doing on them ; fix your stand- 

ard, record your output ; compare the two, and then find out why it is 

that you are not getting the required output from the machines. [If 

you get your costs records built up in such a way that you have 

included in them the standard set and the output, giving then the 

efficiency and also the cost per unit, you have all the elements, so far 

as I see, which will show up at once any idle time, either of machines 

or of men. I cannot say at the moment what more is required to cope 

with idle time. The output record could do that, or the efficiency as 

compared with the standard set for the workshop. 

So far as I have noted, those seem to be the principal questions 

that were raised and I simply wish to close by again thanking you for 

listening and, having listened, inwardly digesting what I have said. 

Now, having thought the whole thing over, I hope you will go ahead 

and do something. (Applause.) 

The proceedings then terminated. 

(From The Accountants’ Journal). 

D. A. C. A. 

Halifax will welcome you to the Annual Meeting of the Dominion 

Association, August 8th, 9th and 10th next. 
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HEAD OFFICE ACCOUNTING METHODS 

By A. Whitehouse of Ames, Holden, McCready Ltd., Montreal. 

Accounting practice in nearly all large business enterprises of 

this continent has developed during the last fifteen years toward 

centralized methods, and our Company, with its subsidiary companies, 

has chosen this plan as being the most efficient. 

Centralization, whilst it has defects, has many compensating and 

obvious advantages. It means that control radiates properly from the _ 
centre of activities, thus obtaining uniformity instead of a number 

of units adopting various methods to arrive at required results, which 

when obtained, are seldom comparative. It is also claimed that cen- 

tralized methods reduce office expenses by the elimination of unneces- 

sary labor and superfluous office equipment, whilst the quantity of 

work permits the Head Office executive to employ specialists in the 

various departments which have to be maintained, thus securing 

greater efficiency all round. , 

The principal defect in the method is that a lack of knowledge 

of the methods in force at Head Office prevent officials at Branches 

rendering statistics and reports in such a manner that they can be 

used without a loss of time and energy. In order to obviate this 

defect, it is proposed to outline the system in force at our Head Office 

by a series of articles on our accounting methods. These articles will 

be made as brief as possible and will cover the following: 

Costing of Sales and Inventories. 

Explanation of our Charts and Accounts. 

Branch Accounting Reports and how dealt with at Head 

Office. 

Prepaid and Reserve Accounts how determined and used. 

Any other subject which is of general accounting interest. 

It is particularly requested that readers bear in mind that these 

short articles represent an attempt to portray our system as it is 

carried on and do not pretend to be an outline of textbook accounting 

practice, so that we shall gladly welcome any intelligent criticism 

or suggestion for improvement. 

Cost of Sales and Inventories 

The method of arriving at the cost of goods sold has been given 

first in dealing with our accounting methods, because in all business, 

small or large, the amount of gross profit on sales is of the first im- 

portance. In our business, accurate knowledge of what goods sold 

have actually cost us is vital, and moreover, we cannot afford to wait 

till inventories are taken to determine this cost; we must know from 

month to month. With the hundred of different lines we are handling, 
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the obtaining of cost figures is an expensive proposition, and a method 

of grouping costs was at one time tried, but with constantly changing 

costs and prices it gave such extraordinary results it had to be aban- 

doned. The method we are now using consists first, in'a factory cost 

system which tells the value of material, labor and overhead expenses 

expended in each line of shoes we make. This is then brought down 

to a unit cost, so that at the end of every month each plant in opera- 

tion is able to tell us the number of pairs of shoes produced in each 

line, and their cost per pair. The system in force is such that we get 

the actual cost, and our factories, therefore, are not permitted to show 

either profit or loss on their transactions. 

This monthly production is then billed to Head Office in total, 

and a list of the shoes made, by sample numbers, pairs and cost mak- 

ing up this total, is attached. 

Head Office then credits the factory with this total and debits an 

account, called “Head Office Production.” 

These shoes are next shipped to the Branches, who are debited, 

and “Production Account” credited with the amount of the various 

shipments. 

The work of obtaining the Cost of Sales starts at this point. As 

the sheets showing the production are received, the quantities under 

each sample number are transferred to a unit cost book and the value 

shown. This book is of the loose leafed type, and one sheet is retained 

for each sample number. As a matter of fact, there are ten books, 

one book for each group of sample numbers. 

The end columns of this sheet are ruled to take care of number 

of pairs produced, total, unit cost, and extension. Thus the first entry 

would be, e.g.: 

Produced Total 

Line 1016—100 prs. 100 @ $5.401 = $540.10 

To the left of the column for quantity are columns for each of 

our Branches, and as goods are shipped, the quantities shipped are 

charged in these columns under the heading of the Branch to which 

forwarded and credited in the production column. 

Dealing With Branches 

We will next assume that before any of these shoes, Sample 1016, 

are sold, another month’s production comes along, say, 100 @ $6.00 

=$600.00. We then have 200 shoes produced, costing $1,140.10, or 

$5.7005 each. Note cost has advanced .2995 each. 

The next month, 100 pairs are sold by Branches. The cost of 
these sales is 100 at 5.7005, not $6.00, or $5.401 because we have pro- 

duced, and have on hand 200 pairs, which cost us in all $1,140.10, or 

$5.7005 each. 

These sales are then credited under the Total Column and the 

Branch Column, and extended in the Amount Column in red ink. 

This page of No. 1016 Sample Number looks as below: 
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Produc- 
Branches tion Total Cost Amount 

Nov. Production ..... oe veces ape 2 100-100 -$5,401. 9540/10 
Shipments ....... 25 «6:3: a: Sa eaCeO ~ 5 ais Sek ana 6 ka ieeoee 

Dec. Production ..... ws he eo, ROO Loe 6.00 600.00 
Shipments ....... ce) Or? eR LOO OCS ae ieee meee = 

On Band: (.css sx. 25 50 25 50 50 200 5.7005. 1,140.10. 
Dec: ; Saleen ia ction sa --—50 ..—50 ...—100 5.7005 570.05 

On Hand Jan. 1... 25 25 .. 50 100 5.7005 570.05 

It is plain that we have on hand 100 pairs at $5,7005 = $570.05, 

and that this stock is divided amongst two Branches and Head Office, 

which latter has 50 pairs on hand unshipped. 

The next month the factories produce 500 pairs at $5.00 = 

$2,500.00. This 500 pairs amounting to $2,500.00 is added to the 100 

pairs amounting to $570.05, giving us 600 pairs costing $3,070.05, or 

a unit cost of $5.11675 each. 

Any shoes sold this month would, therefore, be costed at 5.11675, 

and quantities on hand reduced accordingly. Branches might now 

ask how shoes shipped to them are costed. The answer is that as 

shoes are shipped they are costed at the price at which such shoes 

were produced and not at the unit cost. This course is obviously 

necessary, because if priced at unit cost on an advancing market, 

Branches would be getting the benefit of the first initial low price, and 

again getting the benefit of the initial low price in the subsequent 

average price, and the converse would be the case on a falling market. 

How to Cost Sales ; 

Having dealt with the principle of cost finding we will now turn 

to the actual methods in force in costing sales. 

As invoices and recaps. of same are received from Branches, they 

are entered into Sales Analysis Books, one book being kept for each 

Branch. There are columns for Date, Invoice, Number, Amount, 

and columns for each of the Sales Classifications in our Chart of 

Accounts. There are also columns for such items as Postage, Freight, 

Cases, Discount, etc. 

Each invoice is then analyzed separately as to amounts, under 

the headings of the goods sold, so much Leather-own-make, so much 

Felt-Resale, so much Findings, etc. 

The total of all the analysis columns, less discount column, of 

course balances the total of the daily sales recap., proving the actual 

clerical work has been done correctly. 

The actual analysis work, i.e., deciding the amount of each classi- 

fication, is done by consulting a chart which clearly indicates the 

classification governing the sample numbers. Certain numbers have 

been given for “Own Make,” another series for “Resale,” and so forth. 

It is at this point that Branch invoices frequently lead us astray, 

as a wrong sample number in most cases means a sale classified 
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wrongly, which in turn means a credit to sales without corresponding 

debit to the Cost of these Sales. 

The entire results of all our work in determining the Cost of Sales 

is negatived unless the greatest care is taken to insure accuracy in 

the quoting of Sample Numbers, and we cannot impress this fact 

too forcibly. 
Trouble With the Branches 

Another frequent source of inaccuracy is the failure of Branches, 

when making local purchases and paying for same, to charge the 

right Merchandise Account. The only local purchases a Branch is 

justified in making without first obtaining an order from the Head 

Office and having correct sample numbers given, are miscellaneous 

purchases for customer’s convenience. These purchases should be 

charged to the Account “Resale Miscellaneous,” and when sold, the 

items must be marked as “Resale Miscellaneous,” and the cost shown 

on the Head Office copy of invoice. 

Let us take an instance. A customer requires a pair of shoes 

of our own make, of a size which you do not happen to have in 

stock. In order to give this customer service, you send out and buy 

the shoes from a local merchant. Now here is the point we wish to 

emphasize. These shoes obtained in this way are not a sale of our 

own make merchandise, but a sale of Resale Miscellaneous Merchan- 

dise, and you must be careful to charge this account when making 

payment, and also to mark your sales invoice Resale Miscellaneous, 

and to show the cost on Home Office copy. Naturally, to put our 

own sample number on the invoice would be most misleading and no 

sample number should be shown in such cases. 

Similarly, if you buy a pair of felt shoes you must not charge 

Resale Felt Merchandise Account, but Resale Miscellaneous Account, 

and when sold you must not sell these shoes as Felts, but as Resale 

Miscellaneous, showing cost on Home Office copy invoice. A Branch 

some time ago bought a Hot Water Bottle for a customer. When 

paying for this the Branch charged Rubber Merchandise Account, 

instead of Resale Miscellaneous, and showed the sale amongst the 

Rubber Footwear Sales, which of course, was entirely wrong, 

Pointers for Branch Accountants 

We have gone to some length to explain this matter thoroughly 

because a proper understanding of the relationship between Merchan- 

dise Accounts, Sales and Cost of Sales is of paramount importance. 

The analysis of sales having been made and recapped, we next proceed 

to analyze the sample number on invoices by quantities, and we have 

sheets designed to assist us in getting this information. Having 

found the number of pairs of each sample number sold by each 

branch, we prepare sheets showing these details, using separate 

sheets per branch for each Sales Classification, and these sheets are 

then costed and extended and entered into the Unit Cost Books as 
explained previously. 
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The totals of these sheets give us the Cost of our Sales and are 

used to make the actual entries into our general ledger. 

We have omitted to say that Branch Transfer Invoices are also 

costed from unit cost books and entered in these books. 

As Transfer Invoices simply represent the transfer of stock 

from one Branch to another, the unit cost is not affected. 

The main points for Branch Accountants to remember are: 

ist. Accuracy in quoting Sample Numbers. 

2nd. Never pass an item on a sales invoice without a sample 

unless it is a Resale Miscellaneous item. 

8rd. To give the Cost of Resale Miscellaneous Items on Head 

Office copy of invoices. 

4th. To be careful not to accept any invoices for Resale Mer- 

chandise without obtaining proper sample number from Head Office. 

5th. When paying for local miscellaneous purchases to charge 

the right Merchandise Account, viz., Resale Miscellaneous; also, when 

sending invoices. to Head Office for payment, to state under what 

classification sold, giving sales invoice number. 

CHART OF ACCOUNTS 

Practically speaking, bookkeeping is the science of recording 

business transactions in such a way that the exact facts are exhibited, 

properly classified in convenient form for determining the result of 

the transactions. It therefore follows that the prime factor in any 

system of accounting is the proper classification of the accounts which 

will be required to record all possible transactions in the operations of 

the business that is being conducted. 

Our chart of accounts is the result of this classification, and is 

designed to take care of all our operations from the formation of the 

Company, through the manufacturing, operating and selling stages, 

to the final closing of the books. 

The accounts of all manufacturing and selling businesses can be 

roughly grouped into four general headings, viz.: Assets. 2. Liabili- 

ties. 8. Income. 4. Expenses. . 

These headings are then sub-divided according to the exigencies 

of the business. Thus our chart comprises ten main groups, and these 

groups are referred to by the numbers 1 to 10. Any accounts, then, 

which can be classified under one of these ten headings has for its 

first distinguishing mark the number of the group to which it belongs. 

The skeleton of Chart is as follows: 1 to 5 assets; 6 and 7 liabilities; 

8 and 9 income; 10 operating and clearing accounts. 

We have now a grouping which embraces the entire field of our 

activities, but it is altogether too congested to give us the details we 

must have, so we make an analysis of each group, and in order to 
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prevent any possible confusion we retain the distinguishing numeral 

as the index figure of the sub-group of accounts. 

Thus, No. 1 group represents our Assets, called Cash and Debts 

Receivable, therefore, 1-11 represents our Asset Cash; 

1-12 represents our Asset Accounts Receivable; and so forth. 

However, it is soon evident that Account 1-11 Cash covers too 
large a field for our purpose, as we require to know how much Petty 

Cash we have, how much Branch Cash, etc. Each of these items de- 

mands an account to itself, so we create sub-accounts controlled by 

Account 1-11, and call these Accounts: 

1-11-Cash in Bank. 1-11-2 Petty Cash. 1-11-38 Branch Office 

Cash. 1-11-4 Factory Cash. 

Take group 8 as a further illustration: 8 represents Income and 

Expense on Sales, consequently all sub-accounts of this group will 

be represented by the 80’s. 8 being the index figure, it follows that 

the first sub-group will be known as 8-81. Group 8-81 also requires 

sub-dividing, but as we have already clearly indicated the group to 

which it belongs we can utilize the early numerals again for the-detail 

accounts, so we get: 8-81-1, which is Sales of Leather Footwear, 

Own make; 8-81-2, which is Sales of Winter Footwear Own Make; 

8-81-38, which is Sales of Canvas Footwear, Own Make; etc., etc. 

This system of classification is a decimal system. We have ten 

main groups each group capable of being divided into ten major 

groups only, but each of these major groups can be divided into as 

many minor accounts as are necessary without in any way interfering 

with the method of identification. 

There is one other feature of this scheme of Accounts which 

requires a little explanation, and that is the system of applying “0” . 

numbers to certain groups. The idea is that whilst certain accounts 

are assets or liability accounts and should, strictly speaking, be classi- 

fied accordingly in the corresponding group number, yet convenience 

demands that they be handled differently. In order to obviate this 

difficulty we prefix the numeral “0” to the third group of numbers in 

any classification, thus: 

(a) 1-12 —Asset Accounts Receivable (Debit Account), 

1-12-02—Reserve against Accs. Receivable for Bad debts 

(Credit Acc.), 

(b) 8-81 =—Sales (Credit Account), 

8-81-01—Trade Discount on Sales (Debit Account), 

from which it is apparent that whenever the “0” is shown in front 

of the sectional number, this account represents an account of the 

opposite nature to the one indicated by the grouping number. 

Space prevents the complete Chart of Accounts being given, and 

as each Division Office has a copy, repetition is unnecessary, but I 
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give below a table, which, I trust, explains the principle underlying 
the numbering system: : 
Control Description Group Description Detail Description Full 
No. No. No. A’C No. 
1 Assets 11 Cash -l1 Cash in Bank. 1-11-1 

Cash and Debts 2 Petty Cash... 1-11-2 
Receivable 3 Branch Office 

Cash iicnea% 1-11-3 
4 Factory Cash.. 1-11-4 

1 do. 12 Accounts 
Receivable 1-12 
Customers 

1 do. 12A Accounts 
Receivable 1-12A 

Suspense 
Reserve 

01 Discounts 1-12-01 

or Bonus 
.02{ Reservefor }1-12-02 

Bad Debts 
Reserve for 

.03{ Defective and }1—12-03 
Guarantee 

1 13 to 19 As per Chart As per Chart 
2 ie Mase. 

Materials 20 to 29 do. do. 
and Goods 
in Process 

3 Assets, 
Prepaid, re to 39 do. do. 

Deferred and 
Miscellaneous 

4 Assets, 
Properties 41 to 49 do. do. 
and Plants 

5 Assets, 
Securities, 

Goodwill, Trade }51 to 59 do. do. 
Marks and 
Patents 

6 Liabilities 61 to 69 do: do. 
Current 

7 Liabilities 
Fixed, Capital to 79 do. do. 

Stock and 
Surplus 

8 Income 
and Expense 81 to 89 do. do. 

on Sales J 
9 OtherIncome 291 to 99 do. do. 

and Expense 
10 Operating and 

Clearing 01 to 09 do. For use of Factory only. 
Account 

From the above, it is readily seen that we have both the Assets 

and Liabilities grouped in such a way that our quick and current 

assets are readily distinguished from our fixed assets, and our cur- 
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rent liabilities from our fixed liabilities, yet the total of each class 

and details making up these totals are instantly available. Group 

8 is designed to give us quickly both our gross and our net profit or 

loss on sales, whilst group 9 accounts for all other income and ex- 

pense items. 

Group 10 covers items of Factory Expenses in making our pro- 

ducts, but as these expenses are included in the cost of the shoes sold, 

they have no bearing on the profit and loss as shown by Groups 8 and 

9, so, for the purpose of this article, Group 10 may be ignored. 

The writer trusts that a short study of this outline of our scheme 

will clarify any little confusion which may have existed in the minds 

of some of our officials at Division Offices and assist them to locate 

accounts required with the least possible waste of time and energy, 

as when once the underlying principle is appreciated, the number of 

the account is automatically indicated. 

DIVISION OFFICE REPORTS AND METHODS OF 

HANDLING AT HEAD OFFICE 

Unless an Office Manager has a more or less comprehensive 

mental picture of the requirements of a centralized accounting system 

such as the one we use, he must be caused some difficulty in realizing 

the uses of the reports he submits, and until he does visualize the 

system it will be impossible for him to compile these various reports 

as intelligently as both he and the Head Office accountants would like. 

Therefore, before dealing with the reports themselves, it will prob- 

ably be advisable to give a rough outline of the accounting scheme. 

In the last issue I dealt with the Chart of Accounts, so that 

knowing the accounts required by our business, we can now proceed 

to open our General Ledger. 

The Head Office General Ledger is split up into the following 

units: 1. Head Office ; 2. Plant No. 2. Leather Shoe Factory, Mount 

Royal Avenue ; 3. Plant No. 3 Leather Shoe Factory, St. Hyacinthe 

Que.; 4. Plant No. 4. Rubber and Tennis Factory (Mount Roya! 

Rubber) ; 5. Divisions, viz. : a. Maritime ; b. Quebec; c. Ontario; d. 

Manitoba ; e. Saskatchewan ; f. Alberta ; g. Pacific. 

Each of these units contains a full set of accounts and each is 

complete in itself and self-balancing, yet each one is an integral part 

ef the general ledger. In short, our business is split into five depart- 

ments, with one of these departments (No. 5) analysed into seven 

sections, and it is with the No. 5 section (Divisions) I propose to deal 
in this article. 

Each Division has a ledger to itself. and each ledger contains a 

full set of accounts as per our Account Chart. Where a Division has 

Branches subordinate to the Division Office, separate accounts are 

kept in the Division ledger for varions items of the Branch activities 
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over which we wish to exercise supervision, such as Inventory and 

Sales Accounts, for instance ; otherwise Branch accounts are included 

in Division Accounts. 

Division Office Transaction 

The ledgers having been opened as per the foregoing, we are now 

in a position to record the Division Office transactions. The accounting 

transactions peculiar to a Division Office are: 1. Cash Receipts ; 

2. Cash Disbursements ; 3. Sales and Credit Recaps ; 4. Transactions 

involving Journal Vouchers ; 5. Recaps. of Debit and Credit Memos ; 

6. Balance Proof Reports ; 7. Transfer Invoices. 

1. Cash Receipts.—For these, all Divisions use our standard type 
of Cash Book, which was designed to take care of the requirements of 

Division Office business. Each month, after this book has been 

properly balanced off and summarized, a report is made up at the 

Division Office to be sent to Head Office. This report form is printed 

with the account numbers which will be required so as to minimize 

the volume of work at the Divisions. The Cash Book summary is then 
copied on to this form, from which Head Office bookkeepers obtain the 

Division Office’s record of the Receipts Cash Book transactions for the 

month. The Head Office bookkeepers then check this form for clerical 

errors and incorrect account numbers, after which it becomes the 

medium for posting to the General Ledger. 

2. Cash Disbursements.—Exactly the same procedure as Cash 

Receipts, except that report is rendered weekly instead of monthly, 

with a final report for the odd days between the last weekly report 

and the end of the month. 
3. Sales and Credit Recaps.—The summary of these recaps. is 

journalized by Divisions, so that this information is included in item 

No. 4. 

4, Transactions involving Journal Vouchers.—When a Division 

Office makes a Journal Voucher it is recorded in a tabular journal. 

This journal is balanced and recapped, monthly. The summary is then 

transferred to the form, Recapitulation of Journal Entries, which is 

sent to Head Office attached to copies of the Journal Vouchers in 

question. After checking, this form becomes the medium of posting 

to Head Office General Ledgers. 

Transactions between H. O. and Divisions 

5. Recap. of Debit and Credit Memos.—Standard forms have been 

adopted for this recap., which is prepared by the Division Office and 

forwarded to Head Office, where, after being checked, it forms e 

posting medium to the General Ledger. 

6. Balance Proof Report.—Division Offices keep control accounts 

for Accounts Receivable, Accounts Receivable Suspense. Bills 
Receivable, Tavellers Advance Expenses. The control accounts of 

Receipts Cash, Disbursement Cash and Petty Cash are of course, the 

Cash Books themselves. The monthly balances of all these accounts 
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are recorded on the Balance Proof Report which are used at Head 

Office to verify the Division Office balances with the balances in the 
General Ledger. 

7. Transfer Invoices.—Transfer Invoices record transfers of stock 

to other divisions and factories, and. when costed and recapped., form 

a posting medium to Division Ledgers. 

At.-present there has been nothing but straight-forward entries 

as far as the Division Office records are concerned, but as these 

records only form a part of certain transactions it is obvious we must 

prepare for occasional peculiarites when posting to General Ledgers. 

For instance, a Division Office has transferred $50,000 cash to Head 

Office, and this transaction is duly recorded on the Recap. of Cash 

Receipts. When Head Office received this cash, the Head Office Cash 

Book would show a debit to Head Office Bank and a credit to Division 

Office, so that the bookeeper at Head Office must delete the amount of 

his credits to Division Office in the Head Office Cash Book, from the 

Division report, otherwise he would credit the Division twice. He 

must also delete the Division Office debit to Head Office on the 

Division report. because Head Office books already have been charged 

from the Head Office Cash Book. The converse is the case with regard 

to Head Office Disbursement cheques to Divisions. 

Transactions between Divisions 

The Head Office bookkeepers must also be on the look-out for 

items on the Division Office report debited or credited to accounts of 

other Divisions, so as to post correctly. If one Division receives cash 

for the account of another Division’s customer, the recap. of cash 

receipts of the Division receiving the cash would show a credit to the 

Accounts Receivable of the other Division, consequently the Head 

Office bookkeeper would have to get the other Division ledger before 

he could post. This is what is known as a One-Sided Entry, and the 

division making the original entry should immediately write a One- 

Sided Entry Advice note and forward it to the Division Office affected. 

By this means we entirely eliminate accounts of one Division against 

another and the forwarding of inter-Division settlements, thus avoid- 

ing a source of endless disputes and saving much time and stationery. 

After the posting of the Division Office reports is completed, the 

Transfer Invoices are costed and recapped. From this recap. the 

various Division and Factory inventory accounts are debited and 

credited. Factory shipments are costed and debited to Division 
inventory accounts. Division sales and credits are costed and Division 

inventory accounts credited and Cost of Sales account debited, as per 

my previous article on costing of sales. 

With exception of monthly Head Office proportions for Reserves 

and Prepayments, etc., which will be fully dealt with in a subsequent 

article, the Division ledger is now ready for balancing. 
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Making the Ledgers Self-balancing 

It must be remembered that whilst we have posted a debit for 

every credit, and vice versa, some of the entries have been made in 

different ledgers, consequently, whilst the totals of all the ledgers will 

balance, the totals on any one of them cannot balance unless we make 

some additional entries. 

In order to take care of this condition we open accounts, which 

we call Inter-Company Accounts Receivable, in the Division Uffice an¢ 

in the Head Office ledgers. These are simply accounts covering th- 

excess of debits over credits to enable each Division ledger to be self- 

balancing. It will be realized that all Division Offices have a large 

debit balance in the Division ledgers, the corresponding liability being 

represented in Head Office books in the form of Share Capital, Bank 

Loan, etc., from which it is apparent that a Divisional Inter-Compan 

account represents the Company’s investment in the Division. 

The difference, then, of a Division Office debits over credits 
constitutes a Debit to Head Office Inter-Company Account and a 

Credit to Division Office Inter-Company Account, and the total debits 

of this Account for all Divisions must equal the total credits of Head 

Office Inter-Company Account, the one account exactly off-setting 

the other. 

A trial balance of each Division is then taken off, from which is 

prepared the various Assets, Liability and Earnings statements 

which, when combined with statements from 1, 2, 3 and 4 ledgers. 

represents the Company’s position at the close of each month’s 

business. 

TWO WAYS OF LOSING MONEY 

The importance of the asset Accounts Receivable to any firm 

doing an extensive credit business cannot be emphasized too emphat- 

ically. How often is it found that when a firm gets into difficulties, 

only 40 or 50 per cent. can be realized on its book debts ? Also why 

is it in spite of all attempts to minimize this shrinkage by the use of 

every collection method known better results are not obtained ? The 

reasons are two, andI am stating the reasons in their proper sequence. 

1st.—Bad Bookkeeping. 

2nd.—Bad judgment in crediting. 

The very best of credit men are apt to go astray in giving credit. 

After all the known and exact factors of a merchant’s standing are 

given due consideration, there still remain more or less inexact 

factors which have a decided influence on the amount of credit to be 

allowed. A certain amount of shrinkage from bad debts is, therefore, 

unavoidable, and in all companies, with any pretence to a system, this 

shrinkage is reserved. so for our present purpose we will not discuss 

the second reason but assume that the right per cent. has been set up 

as a reserve against this type of loss. 
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We are then left with but one reason, viz., Bad Bookkeeping, to 

account for the shrinkage of accounts receivable. Attempts at 

collection bring to light all kinds of deficiencies, amongst which are 

the following : 

1.—Returned goods not credited. 

2.—Receipt issued but account not credited. 

3.—Terms not shown in ledger and discount not credited. 

4.—Failure to prove which items of an account are unsettled. 

5.—Failure to prove delivery. 

6.—Goods shipped and invoiced to wrong name such as to John 

Smith, when Mrs. John Smith is the owner of the business. 

7.—Invoices debited to wrong account entirely. 

Bad Bookkeeping Loses Money 

All these short-comings are directly traceable to the bookkeeping 

department, so let us overhaul our own bookkeeping department, so 

that we can always confidently assert that our book debts are worth 

100 cents on the dollar at any time. 

The first thing to do is to see that your customer’s ledger 

accounts are properly opened : 

(a) 

(b) 

(c) 

That the name of the firm is exactly shown, and if a limited 
company, that this fact is stated, also, if run by a woman 

that the account is so distinguished. 

That if the account is given a regular discount, that this 

discount is properly marked at the head of the account. 

That if account wishes drafts drawn monthly, less cash 

discount, that this information is inserted prominently at 

the head of the page. 

That if statements are to be rendered to any other address 

than that of the company’s business address, that this 

address be noted at the head of the page. 

That if invoices and statements are required in duplicate or 

triplicate, the ledger properly records this fact. 

That the customer’s bank be shown when known. 

That the mercantile ratings are inserted in the place 

provided. 

That the credit limit is inserted in such a way that book- 

keepers can draw attention when this limit is exceeded. 

That if the account does not accept drafts, it is marked 
“open.” 

Dealing with Drafts 

All these conditions having been complied with, the bookkeeper 

is now in a position to post. When posting, he must see that invoice 

is properly drawn up, name and address correct, terms stated, total 

plain, and a good bookkeeper will do this automatically because these 

features are vital to the success of his work. He will then post filling 
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in date and observing that year is shown over date column, folio 

number, description of sale, dating, special terms, if any, and amount. 

Credit invoices will be posted carrying similar information. When 

posting cash book items, he should state date, cash, C. B. folio, and 

show discount amounts separately. 

If entries coming through from journal, he should as far as 

possible give information such as interest, policy allowance, freight, 

etc., and the same thing applies when posting debit and credit memos. 

Credit from Paid Bills Journal should be posted, showing date, 

Bills Receivable, B. R. Folio, amount and discount items should be 

shown separately. 

It is our practice to draw on accounts from invoice binders and 

our ledger sheets carry columns for draft information. The invoice 

copy will show whether draft drawn, and, if so, the bookkeeper when 

posting will fill in, in the draft memo. credit column, the amount of 

the draft and when due. He will also identify the amount or amounts, 
in the account with the draft which covers it or them, by the use of a 

symbol. 

Of course, in an active account, there are always a number of 

small items which cannot be drawn for from invoices, and, at the end 

of the month, the symbol system of identification distinguishes these 

items. and a statement can at once be made out for them and draft or 

drafts drawn as the terms of the items in question demand. When the 

bookkeeper draws such a draft, he immediately enters it in the credit 

column of the draft memo. and identifies the items so drawn for by a 

symbol, 

When crediting a paid bill to the account, the bookkeeper ascer- 

tains the symbol of the draft from the draft memo. column, marks the 

credit item with this symbol and strikes out the draft, marking “paid” 

against it. Rules Must be Rigidly Adhered to 
Assuming that during the month, a draft is returned part paid, a 

statement of the renewal should be immediately prepared. In the 

meanwhile, the bookkeeper will have posted the cash credit from the 

Cash Book, but will be unable to identify this credit as a payment of 

any particular item. The statement of the renewal will give him this 

information, and from it he will give the cash credit item a new 

symbol, and strike out the draft shown in the memo. column, marking 

“returned” against it. He will also give the new symbol to the renewal 

draft, and post it in the draft memo. credit column. Any interest 

charged will also be given the new symbol number. 

The interest item, if not already posted when bookkeeper is 
marking up the renewal statement, should be posted in the ledger in 

pencil and inked in when the actual entry is made. 

If this system is followed out, every item in account will be 

systematically identified. and in drawing accounts the total of the 

outstanding drafts will exactly equal the balance of the account. 
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The successful working of this system depends on certain rules of 

procedure being rigidly adhered to, viz., drafts must not be marked in 

the Ledger except from invoice binder, or from statement, or from Paid 

Bills Diary. Drafts which are returned before due date and sent out 

again require no statement, and therefore do not need to be crossed 

out of the draft memo. column and re-entered. Drafts which have 

been returned, and are being held by bookkeepers pending receipt of 

letter or cheque from customer, must not be marked out of the 

Ledgers. From the bookkeeper’s point of view they are “outstanding” 

as far as his Ledger is concerned until paid or renewed. 

An account cannot be part drawn for and part open. It must be 

all covered by draft or left open. 

It will be noted that the debit column of the draft memo. has not 

been mentioned, and the reason for this is it has been found more 

convenient to strike out a paid or returned draft with the word “paid” 

or “returned” against it than to debit the amount in the debit column. 

Keep Ledgers Up to Date 

Another essential feature is the prompt posting of the ledgers 

from all the sources of entry. Many offices leave the posting in the 

early part of the month till ledgers have been balanced for the 

previous month. It will be found of great advantage to leave an oper 

line at the end of the month, and keep the posting up-to-date. Ledgers 

should never be more than two days behind at any period of the 

month, and posting should be done daily. Nothing can be more impor 

tant to a bookkeeper than this, yet it is nothing uncommon to find 

ledgers two or three weeks behind. 

Open accounts are more easily handled, but every payment 

received must be identified with the items which it pays, so that at 

any moment a clear statement of the unpaid items can be prepared. 

The next important step is the rendering of monthly statements. 

Every account with an amount owing should receive a statement 

each month. 

If the account is fully covered by drafts, the statement should 

read: Amount outstanding, $1,833.36, covered by drafts maturing 

as follows 

Draft due Jan. 30.......... $100.00 

Pen... G.2 shay ces 800.00 

A CRU a olgte h atare ace 100.00 

OS SR tein hs 833.36 

This statement is considered unnecessary by a number of office 

managers, but any manager who is keen on making good collections 

systematically will appreciate the fact that it not only brings to the 

customer’s attention the amount owing, but it points out when this 

amount is becoming due and gives him a chance to provide for the 

paper before the actual date of maturity. The statement serves a 

further useful purpose by bringing to light drafts which have matur- 

437 



THE CANADIAN CHARTERED ACCOUNTANT 

ed but which have neither been returned nor paid. These drafts in the 
ordinary course of events would have attention drawn to them as 

outstanding items past due in the Bills Receivable diary, but frequent- 

ly a useful purpose is served in having them brought to light from 

another source. Such items should be “fated’’ at the bank periodically 

and carefully followed up. 

Ledgers should be added and balances of all accounts duly set up 

monthly. With the system outlined the balance of the account and the 

balance of the outstanding drafts must always be identical, and the 

making of statements frequently brings to light errors in posting 

which would otherwise necessitate much laborious checking. 

Handling Assigned Accounts 

A special ledger should be kept for accounts in suspense, and this 

Suspense Ledger should include all accounts which have ceased to be 

active from any cause whatever, and which show balances owing. 

Immediately an account is transferred. the new Suspense Ledger 

account should be properly opened up. 

Each account should have a sheet for the account itself and < 

sheet for remarks. The remarks should be a history of the account 

from the date of transfer and should include all possible data obtain- 

able. Take the case of an assignment, the following information 

should be instantly obtainable : 

Date of Assignment ; 

Name of Assignee ; 

Amount of claim, showing amount “Preferred,” if any ; 

Date filed. 

Afterwards incidents as they occur should be logged, such as 

Percentage of Dividends expected from statement submitted at 

meeting of creditors. Where there is delay in the winding up of an 

estate, the reasons should be given with particulars of the assets 
which cannot be disposed of. Where involved transactions take place 

in connection with the winding up, the essential facts should be 

written down, with reference made to the file where possibly require¢ 

documents can be found. Such transactions frequently take place 

where a “Bulk Sale” or Fire loss, or Extension Agreement, turns 
into an Assignment. 

In short, this ledger should contain all the vital statistics of the 

accounts it embraces, so that any experienced credit man would have 

no difficulty in ascertaining all the particulars he requires if called 

upon suddenly to take charge of these accounts and follow them up. 

(From Canadian Finance.) 

438 



ACCOUNTING DATA INTERPRETATION OF 

PRINCIPLES OF INTERPRETATION OF 

ACCOUNTING DATA 
_ 

By FREDERICK A. THULIN 

audit, customarily offers the suggestion to his client, that he will 

be glad to appear before the board of directors or the annual 

meeting of the stockholders and orally amplify and analyze the audit 

report. The suggestion is usually readily accepted by the client. 

Furthermore the writer is of the opinion that if the public accountant 

would more generally follow a procedure of this nature, the public 

accounting profession would be giving a distinction to accounting 

service that the cold report can never give. 

Under the English companies act, it is compulsory to submit the 

annual audit report at the annual meeting of the stockholders, but the 

suggestion herein set forth is carrying the English legislative 

requirement a step further. 

Inasmuch as the analysis of figures should be imaginative or 

interpretive, at least of the past and present and, in a general way, of 

the future ; and inasmuch as accountancy is scientifically classified as 

a branch of economics, the public accountant should be in an excellent 

position to present a many-sided analysis of a business. The writer 

proposes therefore to outline a plan of analysis, embodying principles 

of which the public accountant has knowledge but frequently neglects 

to apply. 

The presentation of accounting and related data can be classified 

as follows : 

I. The analysis of the balance-sheet, with a view of 

determining the present financial condition of the 

client. 

II. The analysis of the profit-and-loss statement with 

a view of determining the condition of the opera- 

tions. 

III. Forecasting on the basis of business statistics and 

general economic principles. 

IV. General comments. 

Analysis of the Balance-sheet 

The writer in this discussion assumes the balance-sheet to be 

properly set up, to wit : reserves of all kinds are adequate, the correct 

nomenclature of accounts is used, etc.—in fact, that the general 

principles set out particularly in the recommendations of the Ameri- 

can Institute of Accountants to the federal reserve board have been 

followed. 
Under American banking practice, a rule of thumb has developed 

to determine present, sound, financial condition—as regards working 

T HE writer, in his practice, upon the completion of an annual 
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capital, a rule which over a long period of years of banking practice 

has justified itself and proved itself sound. 

The before-mentioned bankers’ test and one that can be readily 

adopted by the public accountant is briefly this : 

“A business presumptively is in a good financial condition, to 

wit: has sufficient working capital, if its current assets in 

relation to its current liabilities are approximately 200 per cent., 

or greater.” 

But to determine financial condition, the public accountant must 

analyze the balance-sheet further. There may be certain factors of 

omission and inclusion that should be noted, generally of the follow- 

ing nature, before any definitive opinion can be rendered : 

The accounts receivable personal, particularly if of any moment 

and if the reasonable expectation for the liquidation of such accounts 

is through the medium of a dividend declaration, or if the liquidation 

will be haphazard, should not be included in current assets. 

Investments, although having a restricted market value, if sound 

can legitimately appear in the classification of current, i.e., convertible 

assets of a going business. In America some of our corporations have 

adopted in a minor way the practice of many of the French establish- 

ments, the buidling up of an investment account sufficiently large to 

guarantee earnings on the stock of the company. 

Ordinarily, fixed assets such as land, buildings, machinery, etc., 

are excluded from the calculation determining financial condition, the 

reason being that the liquidation of such assets is a business liquida- 

tion convertibility and not a convertibility to cash of the assets of a 

going business. If, however, a fixed asset has a ready market and its 

convertibility will not be a violation of the rule before mentioned to 

wit: a business liquidation convertibility, such an asset can be 
included in the computation of financial worth. An asset of this 

character would*necessarily be an excess fixed asset. 

The writer has analyzed many businesses in which the fixed assets 

have a substantial value, but such assets without a financing program 

of convertibility such as a bond or note issue, did not place the 

business in the position where the accountant was able to state to the 

board of directors or stockholders : 

“Your company does not need further working capital with 

the present state of its liabilities.” 

The inventory—purposely discussed last—is logically a current 

asset. The transition from inventory to accounts receivable to cash 

in theory is accomplished in the period of time pertinent to the 
business under consideration. ‘ 

Inasmuch, however, as an inventory may be somewhat frozen, i.e., 

not make the transition according to schedule, the accountant should 

note that fact before determining what weight should be given to the 

slow turnover. 
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The turnover that should roughly obtain for a particular business 

can usually be obtained by a study of the preceding years of the 

business, from trade bodies or associations of commerce or by a special 

report from some trustworthy business information service, that has 

gathered statistics on the particular line of business and can be 

qualified by the accountant to the individual case under consideration. 

An inventory therefore that is not moving normally, in the same 

manner as accounts receivable that are not paid normally, is a factor 

that, if substantial enough, will necessitate a reduction of the invent- 

ory asset or the use of a larger ratio in determining financial position. 

The analysis to which the current liabilities of a business should 

be subjected can be summed up thus : 

Are there any liabilities of the business over which the 

proprietorship of the business has control ? If so, the liabilities 

are ordinarily functioning as capital liabilities, and, in comment- 

ing on such liabilities, the public accountant should make 

recommendations for a conversion to the capital or fixed liability 

classification or should otherwise take notice thereof in his 
comments. 

Accounts or notes payable, over which a business has control, to 

wit: can determine the maturity thereof, are ordinarily met with in 

closed corporations, where in the expansion of the business capital 

was needed, or where at the inception of the business, insufficient 

capital was contributed, and to meet further capital requirements, the 

stockholders or directors advanced the requisite funds. Advances of 

the foregoing nature are not expected to be liquidated in the same 

manner as the ordinary trade or bank debt and the recommendation 

before-mentioned is usually appropriate. 

The fixed liability, the funded debt, ordinarily is not taken into 

consideration in analyzing financial worth. However, all or a portion 

of the fixed liability may mature within a period of time after the date 
of the balance-sheet whereby the original character of a fixed liability 

is changed to that of a current liability. If the maturing liability is 

of sufficient proportion to warrant the inference that a refunding and 

not a liquidation is contemplated, there will be no need for the public 

accountant to analyze financial worth by including such liability in the 

current liabilites, The public accountant, however, should comment on 

the preparation made for refunding. 

The bankers’ ratio to demonstrate current financial position is 

predicated on the theory that the translation of inventory and 

attendant expenses of business to accounts receivable and the payment 

thereof is not contemporaneous with the maturity dates of the 

obligations of the business, the latter preceding the former in point of 

time. 

Therefore in many businesses, particularly the instalment busi- 

ness and foreign trade, the difference in time between payment of 

receivables and maturity of obligations may be so pronounced that the 
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ratio ordinarily indicative of sound financial position may not actually 

demonstrate sufficiency of cash working capital. A larger ratio may 

be necessary. The remedy in a situation of the foregoing nature is to 

convert such assets by discounting them or to create a fixed liability 

using such assets as collateral security. 

As the writer has indicated, the bankers’ method is more or less 

arbitrary but has been found to work out in practice. The scientific 

method of computation, outlined by the writer in a previous number of 

THE JOURNAL OF ACCOUNTANCY, is too cumbersome a method 

for use in every-day business affairs where quick action is desired. 

Analysis of the Profit-and-loss Statement 

The requisite bankers’ relationship of current assets to current 

liabilities prima facie indicates that there is sufficient working capital 

in the business to liquidate current maturing obligations in due form 

and as a corollary thereto the business is not drawing on profits 

unduly to furnish working capital. 

An analysis of the profit-and-loss statements of the business, 

however, may show, that while the business is in a position to liqui- 

date its current liabilities in due form, nevertheless one or more of the 

following situations may be present : 

1. A drain on such ability by a loss from operations; or 

2. The business may not be earning enough commensurate with 

the entrepreneur risk of its type of business; or 

8. The business may not be earning sufficiently to liquidate its 

fixed liability at maturity, after allowing a reasonable porpor- 

tion of such fixed liability to be refundable, thus indicating 

that a certain portion of the fixed liability of the business is 

functioning as a pure capital account. 

1 and 2. The earnings a business should make on its capital 

commensurate with the entrepreneur risk entailed are variable 

according to the nature of the business under consideration. It is 

perfectly obvious that a rate for one business may be ample, yet 

entirely inadequate for other business. Eight per cent. may be a 

sufficient return for a bank but certainly would not be sufficient for a 

gold-mining or an oil company. The market interest rate, locality, 

market competitive factors and nature of product sold are the chief 

factors that the accountant should take into consideration in determin- 

ing the earning rate logically applicable. If a business is not earning 

sufficient to compensate capital invested, the accountant should seek 

to ascertain the reason therefor. 

8. It is a fundamental proposition of accounting economics that 

the liquidation of a fixed liability shall be made from earnings. This 

proposition is the reverse of the principle governing the liquidation of 

the current liability. 

In advising on the question of financing capital requirements 

through the medium of long-time borrowing, the accountant should be 
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in an excellent position to determine the amount, serial payments, 

refunding frobabilities and other incidents attendant on a funded 

indebtedness. 

Frequently, in trust indentures, there is a provision for the 

maintenance of a certain ratio or excess of current assets to current 
liabilities to insure to the investor a sufficiency of working capital so 

that earnings can be used in all or part for the appropriate purpose of 

liquidating its fixed liability and that earnings shall not be unduly 

called upon to contribute working capital to the business. The before- 

mentioneed reason is also the underlying reason for the provision, also 

frequently found in trust indentures, limiting distribution of earnings 

by way of dividends. 

Forecasting by Statistics and General Economic Principles 

It is axiomatic that a business may be presently in an excellent 
financial position, may have an excellent history, but that the futurr 

may not be so favorable. 

In the writer’s opinion, therefore, a business should prepare and 

have ready for convenient reference, the statistics that indicate from 

time to time the weak and strong factors of a business. Sales 

statistics are particularly important and generally speaking the 

following divisions are sufficient : 

A. Analysis of commodities sold, thus indicating the source of 

gross revenues from lines sold, and the relative profit from 

each line. 

B. Analysis of customers into classes, thus indicating the 

customer market for the business. 

C. Analysis of territories, thus indicating territorial distribution 

of the sales. 

In many instances the gross revenues of a business may show an 

increase which may be illusory, due to the increase in one type of 

business offsetting a decrease in another type of business. Statistics 

will show the strong factors but will also demonstrate the weak 

factors. Certainly statistics which showed a large government mai! 

order or railroad business in 1918 and 1919 would be a factor in 

correctly prognosticating the business for 1920 or 1921. Advertising 

programs and other plans of an administrative nature may be largely 

determined by the statistical data of the business. 

The writer in the preparation of audit reports by his staff insists 

in most instances on the analysis of the sales account, so that no 

client will be mislead by illusory increases or decreases in gross 

revenues. 

Sales statistics serve another purpose in forecasting by giving 

data on which to base the successful further continuance of the 

business. The commodity analysis may show a patented or specialty 

article the future sales of which may be curtailed by a superseding 

commodity. The customer analysis may bring to the attention of the 
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management a customer market that may be weakened or disappear in 

the future ; and the territorial analysis may do likewise. 

As the average business has a fairly accurate classification of 

expense accounts, the data on expenses is ordinarily not difficult to 

ascertain. Increases not consistent with the growth of the business are 

facts which are items of information that the public accountant should 

be cognizant of and interpret as to their significance. 

‘ General 
In ordinary periods of business activity, the analysis of a business 

generally may ignore the personality element and confine itself to the 

concrete facts as shown by the accounting data. But in unusua 

circumstances, such as the present period of business depression or 

any similar period of general depression, when the assets shrink and 

liabilities remain stationary, the analysis should not fail to weigh the 

intangible elements that give potentiality to the business. The 

business character and fitness of the official personnel, the organiza- 

tion developed, the character of the house for business integrity, its 

history, etc., are factors that will always assume an importance in 

determining the financial stability of a business. As Andrew Carnegie 

once stated, in substance : 

“My losses I can always recoup, if my personnel and 

organization are not taken away from me.” 

(From The Journal of Accountancy). 

THE DISTRIBUTION OF RESERVE FUNDS 

N a letter which appeared in our issue of the 10th ultimo a 

| correspondent asked if we could refer him to any articles discussing 

the question of the distribution of Reserve Funds, mentioning that 

“the practice is becoming very common with large companies of late.” 

We must confess that we have not noticed any appreciable increase in 

the frequency of such distributions, but, at a time like the present, the 

matter would seem to be one of some importance. 

Opinion—even qualified opinion—is by no means unanimous upon 

the subject of what a Reserve Fund is, or ought to be, and this, doubt- 

less to a considerable extent, increases the complexity of the problem; 

but, for our present purposes, it may, we think, be stated without 

much fear of contradiction that a Reserve Fund must be represented 

by a corresponding excess of Assets over Liabilities, and that a 

Reserve Fund is always set aside with the object of either (a) separa- 

ting profits that are not legally distributable as dividends from profits 

that are so divisible ; or (b) setting aside (or reserving) some of the 

divisible profits, to the end (1) that the financial resources of the 

company may be strengthened accordingly; (2) that a sufficient 
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amount of divisible profits may be retained in hand in good years, to 

make provision for the payment of the customary dividend even in 

bad years. 

For our present purpose it is quite unnecessary to discuss the 

kind of Reserve Fund that consists of Capital Profits, i.e. profits that 

are not legally available for distribution of dividends. It will be 

sufficient for us to confine ourselves to those profits that are legally 

divisible, but which, for one reason or another, have been set aside— 

or reserved—for the time being. Sometimes the primary reason for 

this policy of reserving profits is to meet a present need for additional 

working Capital ; sometimes, on the other hand, the object is merely 

to make provision for something that may happen in the future—for 

contingencies ranging over various possibilities, from a temporary 

falling-off in profits that would otherwise make the maintenance of 

the customary dividend difficult, if not impossible, to a recognition of 

the fact that the future is always full of uncertainties, and that a time 

may come in the lifetime of any business when the possession of a 

certain amount of liquid assets will provide it with an opportunity 

that may perhaps never recur. 

Whatever may have been the motive that lay behind the original 

formation of a Reserve Fund, directors are quite entitled from time to 

time to reconsider the matter, and, provided the circumstances justify 

such a decision, to come to the conclusion that the time has come when 

no further additions to Reserve Fund are necessary, or (it may be) 

even desirable; or, in exceptional cases, that the Reserve Fund is 

unnecessarily large, and accordingly that the time may come when 

part of it may with advantage be distributed. Speaking on purely 

general grounds, however, one would certainly be inclined to say that 

the conditions obtaining at the present moment are not such as would 

seem to point to the desirability of distributing existing Reserve 

Funds ; they would seem rather to be conditions under which comp- 

anies may well congratulate themselves upon the possession of 

Reserve Funds, which may now provide them with the opportunity of 

a lifetime. That, however, is a question which can only be settled 

definitely by taking each separate case upon its own merits. . For 

obvious reasons, the subject is not one upon which any generalization 

can be very profitable. 

Any distribution that may be made out of Reserve Fund must 

naturally be a distribution which takes place once and for all. And it 

is in this respect that it differs fundamentally from the payment of an 

‘ ordinary dividend. But while the circumspect will not fail to appreci- 

ate this difference, it has to be borne in mind that the majority of the 

investing public are not circumspect in connection with matters of 

account. In just the same way that the payment of high dividends 

tends to enhance the market price of the shares of a company, so is 

the market price of a company’s shares liable to be enhanced by the 

payment of a bonus, even although such bonus may be paid not out of 
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current profits, but out of a Reserve Fund accumulated in prior years. 

Yet it must be perfectly obvious to those who really grasp the position 

that the payment of a bonus out of a Reserve Fund necessarily leaves 

the company so much the poorer, and necessarily pro tanto reduces 

the value of its shares. Yet, as we have said, so little is this fact 
generally appreciated, that the payment of a bonus of this description 

usually tends to increase the price of the shares for the time being— 

that is to say, until the general body of investors realize that these 

bonuses are non-recurring. Accordingly, the effect to be expected from 

the payment of a bonus out of Reserve Fund is, in the first instance, 

an increase in the market price of the shares, and a demand for those 

shares under the mistaken impression that the company has recently 

been more profitable than heretofore; while, in the long run, the 

tendency is for the price of the shares to become lower than it was 

before the distribution took place. 

If, while it existed, a Reserve Fund was represented by invest- 

ments outside the business, its subsequent distribution naturally tends 

to deprive the company of the income that heretofore it enjoyed from 

these investments, and to that extent its future earning power has 

been permanently crippled. But the rate of yield of good class invest. 

ments, until quite recently, has been so poor that this falling-off in the 

earning capacity of the company has in many cases been almost 

imperceptible. At the present time, and for some little time to come 

probably, it will be more noticeable. It is, however, in the case of 

Reserve Funds that are not represented by outside investments—in 

the case of Reserve Funds that are said to be “invested in the busi- 

ness”—that the result of a distribution out of the Reserve Fund is 

more apparent. Working Capital employed in ordinary business 

enterprise may well be expected to produce anything between 10 per 

cent. and 15 per cent. per annum, and under present conditions 

perhaps even more. It is reasonable to suppose that a Reserve Fund 

would never be employed as Working Capital in a business unless it 

was really required for that purpose. Accordingly the distribution of 

such a Reserve Fund will seriously interfere with the future earning 

power of the company, unless the company happens to have reached 

such a stage in its career that it no longer requires so large a Working 

Capital as it used to do—an unlikely, but not impossible, state of 
affairs. The distribution of a Reserve Fund usually brings about a 

reduction of the company’s future earning capacity at a time when the 

payment of such bonus has deliberately raised expectations of an 

increase in earning capacity, with the result that the ultimate and 

inevitable disappointment is all the more marked. Unless, therefore, 

the falling-off in profits may reasonably be expected to be of quite a 

temporary character, the desirability of dividing a Reserve Fund 

among shareholders appears to be exceedingly questionable. 

(From The Accountant). 
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RAISED CHEQUES AND FORGERIES 

signature is inoperative and no right to retain the bill or to give 

a discharge or to enforce payment can be acquired by that 

signature. But the person whose signature is forged must not be to 

blame. His own conduct must be such that others have not been misled 

or lulled into a sense of security. The fact of leaving a space after the 

word indicating the sum for which the cheque is drawn is not in itself 

negligence. In an action which went to the Privy Council, a cheque 

issued by one Bauer, a customer of the Bank of Hamilton, for $5.00 
and certified for that amount, he wrote the word “hundred” after 

“five.” There could be no doubt that the condition of the cheque when 
certified afforded opportunity for the fraudulent alteration, but this 

was held not to preclude the bank from denying liability for more than 

$5.00 as against the Imperial Bank to whom it had been endorsed. The 

House of Lords, the highest court in England, has decided that there 

is no duty incumbent upon the acceptor of a bill of exchange toward 

the public or subsequent holders of the bill to see that it is in such a 

form as to prevent the possibility of fraudulent alterations after it has 

left his hands. 

Ts Bills of Exchange Act says that a forged or unauthorized 

A Customer’s Duty to His Bank 

There however may be a duty on the part of a customer toward 

his banker which does not exist on the part of the acceptor of a bill 

toward its holder, but it has been decided that the mere fact that - 

cheque is drawn with spaces such that a forger can utilize them for 

raising is not in itself enough to render the drawer liable. A banker 

ought not to be exposed to the risks such as that of paying at his peril 

a cheque signed with a rubber stamp used without authority by a 

dishonest servant. 

Some years ago I successfully defended a bank which was sued by 

the payee of several cheques which had been stolen from him. This 

payee who was a lumberjack, kept the cheques in a magazine he was 

accustomed to read in the bunkhouse. He admitted on cross examina- 

tion that he believed a member of the crew “who was a suspicious 

looking character” had stolen them, and that this man might have 

seen them in a magazine and could easily have got them. The rule is 

that whenever one of two innocent parties must suffer by the act of a 

third person he who has enabled such third person to sustain the loss 
must bear it, that is, by some conduct or default in the very trans- 

action in question and it must be the proximate cause. 

But if one sends a draft by mail he is entitled to rely on the 

honesty of his servants and assume that they will post the letter. So 

that if the servant who had charge of the mail abstracts the cheque 

the sender will not have to stand the loss except as against the payee. 
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In following the usual course and custom of business houses he can 

not be said to be negligent. 

Cheques Stolen from the Mail 

A New York merchant remitted to London a draft which was 

stolen by his own clerk before it reached the post office. The endorse- 

ment was forged and the drawee paid it. The merchant was held to 

be entitled to collect from the bank. It was proved in the same case 

that there was a custom in New York to send advice by concurrent or 

later mail of the sending of this draft but evidence of the custom and 

its non-observance was rejected as not amounting to negligence. 

Every case must stand on its own merits. The worst of the law is 

there seems to be no finality—to many “ifs ;”” which reminds me of 

Mr. Train’s recent story—one of the Tutt and Tutt series ; the text for 

which is a decision of the New York Court of Appeals that “Every 

dog is entitled to one bite.” If the servant had “bitten” before, the 

master would be considered negligent in retaining him in a position 

where he could repeat the offence. A customer of the Bank of Montreal 

was held to owe a duty to the bank to notify it when he learned of the 

forgery of previous cheques on his account by the same person. 

Prompt action on the discovery of a fraud is the imperative 

requisite to protection. If one becomes aware that by the unauthorized 

use of his name, a fraud is being perpetrated on a bank there is a duty 

cast on him to notify the bank of the fraud, although no previous 

business relations existed between them and sufficient relation is 

created by the fact that notice is given by the bank that his name is 

being used. Such notice to the bank ought to be given by telephone or 

telegraph. 

Silence May Cost Money 

Ewing and Company of Toronto were notified by the Dominion 

Bank that an acceptance of theirs was held by the bank, that it fell 

due on a date named and that they were expected to provide for it. 

On the date Ewing and Company got the notice there was a consider- 

able sum available in the bank to which it could have had recourse had 

they been promptly advised. Ewing and Company were held liable as 

being negligent in a duty they owed the bank. Mere silence for two 

weeks, provided the bank’s position has not been made worse in the 

interval, has been held not to bar the person whose signature was 

forged from disputing liability. 

If a bill bearing an unauthorized or forged endorsement is paid 

in good faith in the ordinary course of business by the drawee or 

acceptor they may recover the amount paid from the person to whom 

it was paid or from any indorser who endorsed after the forged 

endorsement if they give notice within a reasonable time after learn- 

ing of the fraud, and this notice may be given in the same manner as 

a notice of protest. 
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So much for the duties of the customer to his banker. The bank 

in turn has certain obligations toward those dealing with it. For 

instance, the holder of a bill on which there are endorsements is 

entitled to know on the day when it becomes due whether it is an 

honored or dishonored bill and if he receives the money and is allowed 

to retain it the whole of that day the party who paid it cannot get it 

back from a party acting in good faith, and this rule holds good 

although the holder may not have been prejudiced by the delay in 

giving advice of the forgery. It is assumed that he may be prejudiced. 

Dealing with a Forged Endorsement 

If a cheque be lost or stolen before mailing or delivery to the 

payee or his agent (which might be the mail, if the drawer were so 

directeed to send it), then the loss falls on the drawer as between him 

and the payee, but if the payee or his agent gets it and it is after- 

wards lost, then as between him and the drawer the payee bears the 

loss. Where an endorsement has been forged the drawee will however 

have the right to recover the amount of the cheque from the paying 

bank or the bank which received the money, provided notice is given by 

the drawer to the drawee bank within one year after he learns of the 

forgery. A payee, to protect his right must institute proceedings within 

that same year. A bank which has been so stung must give notice of 

the fraud within a reasonable time after discovery. This is the language 

of section 50 of our Act and modifies in some respects the cases on the 

same point before given. It is contended by a writer on Banking that 

the section which allows a drawer a year within which to notify a 

banker must not be taken literally. One must not sleep on ones rights 

and should give notice within a reasonable time, but not in any case 

after a year. 

Decidedly, the present system is unsatisfactory .The bank suffers 

many times through no fault of its own and in other cases persons 

receiving cheques which appear in order and who cannot be said to be 

guilty of carelessness are defrauded and left without recourse. The 

banks should so certify a cheque that raising should be practically 

impossible, and everyone should exercise care in issuing a cheque so 

that nothing could be added—W. F. Gurd, in Industrial Progress and 

Commercial Record. 

(From Canadian Finance). 

THE DISTINCTION IN PRACTICE BETWEEN 

CAPITAL AND REVENUE 

he subject has been suggested to us by one of our correspond- 

[ents who, however, does not make it very clear whether he 

wishes us to consider the matter from the legal standpoint or 

from the audit routine point of view. 

Weare assuming that itis the latter that he desires, as we quite 
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appreciate that the young audit clerk sometimes has some misgivings 

as to whether certain expenditure should or should not be capitalized. 

It is not possible to draw any strict dividing line, but the follow- 

ing general rules may be laid down to determine what expenditure 

may be charged to capital :— 

(1) Actual additions, such as new buildings, new plant, or new 

tools, which did not exist before and do not replace any 

similar asset. 

Included in such expenditure will be architects’ fees, legal 

charges in connection with the acquisition of land, stamp duties, and 

sundry outgoings, such as travelling expenses directly attributable 

to the acquisition of the asset. 

(2) Alterations to capital assets producing increased capacity. 

It is not always easy for the auditor to determine what propor- 

tion of this expenditure represents capital outlay, and what propor- 

tion should be charged to revenue or replacements fund. 

If one asset is merely replaced by another of increased capacity, 

as, for example, a 200 h.p. gas engine for one of 100 h.p., it is fairly 

straightforward ; but ifa unit is replaced, new shops being built and 

new machinery installed, the problem is one that cannot be solved by 

the counting-house staff. 

The best method is to charge all such expenditure to a separate 

account, and for the engineers to determine the increased capacity 

and proportion of expenditure attributable thereto. 

(3) Alterations to capital assets not producing any increased 

capacity but allowing a lower cost in output, as, for example, 

the removal of plant from one position to another permit- 

ting more economical working. 

It cannot be said that such expenditure increases the capital 

value of the individual assets, but as the productive capacity is 

enhanced the capital value of the concern as a whole is improved. 

The outlay is certainly not chargeable against the Revenue Account 

of the year in which it was incurred, and the preferable method is to 

open a special account and spread the expenditure over a term of 

years. 

(4) Special replacements of plant either to increase capacity 

or to reduce cost of production, owing to the competition of 

rival undertakings with more modern installations. 

It sometimes happens that plant becomes suddenly almost worth- 

less owing to some invention which alters the rate or method of 

production. \ 

The proprietors of the business know that unless they scrap 

their existing plant and put themselves in a position to compete with 

their rivals they will lose their trade. Although the expenditure is 
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to some extent a replacement, the amount by which the outlay 

exceeds the provision made for depreciation may properly be regard- 

ed as a capital loss, provided such deficiency is not due to the 

inadequacy of the depreciation charged in previous years. 

If no reserve fund exists out of which the loss can be met, the 

amount should be spread over a term of years, but under no circum- 

stances should the value of the scrapped plant be included in the 

Plant Capital Account, as otherwise the annual revenue charge 

would be misleading. 

(5) Ordinary replacements which are chargeable to Capital 

Account, provided the plant item replaced is or has been 

written off out of revenue. 

Distinction must, however, be made between the cost of mainten- 

ance, consisting of small renewals and repairs, and replacements. 

which are renewals of the whole or some substantial part of the asset. 

Maintenance or upkeep expenditure must always be charged to 

revenue ; replacements are only chargeable to revenue to the extent 

the asset replaced has not been depreciated during its life. 

In large concerns where a proper Plant Ledger is kept recording 

each item or unit of plant, the difficulties we have mentioned are to 

some extent modified, as a complete record of the original cost, 

additions and maintenance, together with depreciation written off 

and maintenance charged to revenue is available. 

It is, however, no uncommon experience in comparatively large 

manufacturing concerns for the whole outlay on plant and machinery 

to be charged to one account, and depreciation written off at a fixed 

rate, quite irrespective of the varying lives and residual values of the 

separate items contained in the account. 

In such cases where the auditor finds that the Plant Account is 

constantly increasing although the capacity of the concern is more or 

less stationary, he may well be suspicious that the depreciation writ- 

ten off is inadequate, or that revenue is not being charged with its 

proper proportion for maintenance. 

Invoices for capital expenditure and repairs and replacements 

should always be examined, and the auditor should insist on such 

invoices being earmarked at the time they are “passed.” 

Sometimes in cases of difficulty the copy orders and tenders will 

shed some light on the matter. . 

In the case of loose tools, patterns, dies, &c., there is always a 

risk that expenditure incurred for one particular job may be wrongly 

capitalized, even although actually included in the price charged for 

the job. 

Provided the turnover of the business remains fairly constant. 

we have found that the most satisfactory method after the concern 
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has become properly established is either to charge all expenditure 

for the year to Revenue, leaving Capital Account intact, or to charge 

the whole to capital, writing off, say, thirty-three and one-third per 

cent. per annum. It is practically impossible to distinguish in most 

cases between additions and replacements, and it is questionable if 

any more accurate results are obtained by attempting to do so. 

(The Accountants’ Journal.) 

“ACCORDING TO THE BEST OF MY INFORMATION”* 

By R. G. WHITE, A. C. A. 

I think that this paper calls for a few words by way of explana- 

tion—perhaps, I should say by way of apology. It is the outcome of 

an attempt to meet two difficulties: the first being that in the two 

papers read before this one the students will have heard as much 

sound wisdom and learning as they can comfortably digest for one 

evening, and the second being the almost impossible task of finding a 

subject that has not already been flogged to death. At the meeting 

held here on the 28th ultimo, it was said that there are in existence 

books on every class of accounts. I have been looking through some 

accountancy catalogues on the bare chance of finding some method of 

accumulating money which has not been treated from an accountancy 

point of view, and the only business which occurs to me as having 
escaped attention is that of a “burglar.” As the title of this paper 

implies, I do not pretend to first hand acquaintance with the subject. 

I am merely going to make a few remarks, in the hope that they may 

serve to draw some information from those who have a practical 

knowledge of burglary and its accountancy. | 

It is to be regretted that burglars, as a body, are averse to the 

keeping of proper sets of accounts. Apart from the inconvenience 

caused to themselves by this omission, the matter has a wider aspect 

in view of the fact that they thereby escape their due share of taxa- 

tion. It is difficult to meet such a position by means of legislation, 

but possibly something might be done by private influence. If every 

*In the following witty paper, read at a meeting of the South 

Wales and Monmouthshire Chartered Accountants Students’ Society 

on 26th November 1920, Mr White deals with a somewhat neglected 

branch of bookkeeping and gives some practical advice which, though 

probably not based on personal experience, may be of interest to the 

professional accountant. 
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accountant would take aside those of his intimate friends who happen 

to be burglars, and would point out to them that evasion of income-tax 

is an unfairness to one’s neighbor—amounting in effect to dishonesty 

—possibly this view, acting on the burglar’s sense of probity and 

upright dealing, would have a beneficial effect. 

The term “burglar” is an elastic one, and is frequently applied to 

persons who have no honorable claim to it. In this paper I am con- 

sidering it in its strict sense, and I do not propose to deal with any of 

the ramifications of the profession, such as the three-card man, the 

confidence merchant, or that more recent branch known as the 

profiteer. 

In the case of a firm employing a number of hands, the most 

suitable form of accounts would appear to be on very similar lines to 

those of any other contractor. The nearest comparison that can be 

found would be the accounts of a salvage concern, as in both these 

businesses a large part of the work is undertaken on the “No cure no 

pay” basis. 

A separate account will be opened in a Job Ledger for each work 

undertaken. This account will be debited with the wages of the men 

‘employed theron, and with those expenses which can be directly 

allocated thereto; and will be credited with the proceeds (if any). 

Indirect expenditure—that is to say, expenditure which is general and 

not on account of any particular job—will be collected in an Establish- 

ment Charges Account, and apportioned over the various jobs. I do not 

propose to deal with methods of allocation, &c., as these have been 

treated on many occasions, but I think that at this point I may raise 

an unusual case. It is reasonable to suppose that a firm of burglars 

will ostensibly conduct a second business, which will serve as a blind 

for their main operations. By way of contrast, they might promote a 

corporation for the purposes of supplying edifying literature for the 

benefit of heathens abroad and at home; or a window-cleaning busi- 

ness would give valuable opportunities of inspecting houses and 

examining the window fasteners. The nature of this subsidiary 

business is immaterial, but as it would probably not be conducted on 

strict commercial lines, losses are to be expected. How are these 

losses—or profits, for that matter—to be treated in the accounts of 

the firm ? I suggest that a separate Profit and Loss Account be kept 

for the subsidiary business, and that the loss thereon (or profit) be 

brought into the establishment charges of the burglary business. The 

secondary business is only run for the benefit of the various burglary 

jobs, which, under this method, will each stand a proportion of the 

‘balance thereon. 

At balancing times there will probably be a certain amount ot 

Work in Progress, representing time or materials spent on jobs not 

yet completed. For example, there may be the wages of the courters, 

that is, men who obtain information as to the premises by means of 

‘courting the maids. (I should be sorry to tempt any student away 
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from accountancy, but I may mention that there is excellent pay 

awaiting those who are thoroughly proficient in this work.) In 

addition, expenses may have been incurred in getting one of the 

burglar’s staff into the building as a servant or clerk; or special 

instruments, e.g. oxy-acetylene blow-pipes, may have been purchased 

for future use. These expenses, together with a proportion of the 

Establishment Charges, will have been gathered together, and will 

form a debit balance. In view of the possibility that the job may be 

a failure, aid that no credit will be subsequently received, should this 

amount be allowed to stand as an asset in the Balance Sheet ? I shall 

welcome any suggestions on the point. To me, the case appears to be 

similar to that of “Bad Debts,” and the only course seems to be to 

make a reserve in respect of such as are “doubtful.” In estimating 

this reserve, the accountant will, of course, take into consideration any 

material events which may have happened on the outstanding jobs 

between the date of the Balance Sheet and completion of same. 

Another difficulty which arises when considering a Balance Sheet 

‘represents a novel and intricate problem in Contingent Liabilities. 

It sometimes happens that when a job has been successfully 

completed and is apparently quite done with, circumstances arise out 

of that job which cause those who were concerned therein to undertake 

a quantity of totally unremunerative labor. This hard labor may 

extend over a period of years and is, of course, a dead loss to the 

business. The system of accounts under consideration requires that 

these losses should be charged against the job out of which they arose. 

But the accounts cannot be kept open indefinitely, and it is impossible 

to say whether any liability will arise, nor is there any statute of 

limitations fixing a date after which such liabilities cease. One 

imagines that such a matter will have been discussed by the Burglars’ 

Control Board, but no method of treatment has been advocated. It 

shows rather a lack of initiative on the part of the insurance comp- 

anies that they do not quote for a risk of this nature. An ingenious 

attempt to bridge the difficulty was made recently, but met with no 

success. In this case, the head of a firm, who was forced to undertake 

a course of five years of unremunerative labor arising out of a job in 

connection with a jeweller’s premises, sent one of his workmen to take 

his place. He argued that the work was unskilled, and could be carried 

out as satisfactorily by his deputy as by himself, and that this course 

would leave him free to continue his usual occupation. Does Stevens 

deal with such a case in his chapter on “Principal and Agent” ? The 

ruling was that he had no power to delegate the duties. This decision 

—though probably sound law— is another example of red tape hamp- 

ering business initiative. The only way to deal with the position seems, 

at first sight, to be to build up year by year a Reserve for Contin- 

gencies Account. Would you, as auditors, be satisfied if no actual 

reserve was made out of profits, but it was stated on the Balance 

454 



ACCORDING TO INFORMATION 

Sheet that there were contingent liabilities in respect of work done on 

certain premises ? 

At the risk of wearying you, I should like to carry this problem 

in liabilities a stage further. Suppose that, as the result of an indiscre- 

tion committed while on duty, one of the workmen forfeits his life : 

for example, he might lose his temper with a policeman who interfered 

with him. If the workman pays the extreme penalty of the law, a 

train of liabilities arises. Compensation must be provided for his 

family, and probably the firm would show its sympathy by subscribing 

towards a pension for the widow, and a tombstone for the policeman. 

How are these expenses to be dealt with from an accountancy point of 

view ? As the workman has been hanged, it would seem appropriate 

to raise a Suspense Account in conjunction with a Sinking Fund. 

I mentioned a little time ago the Burglars’ Control Board, but I 

am quite ignorant on the point. Possibly, no such Board exists. I am 

willing to be corrected. But it seems reasonable to suppose that there 

is some such body which controls the members of the profession with 

a view to settling strikes, and to preventing those unscientific and 

slipshod burglaries which only cause annoyance to the general public. 

Turning to the credit side of the accounts, it appears that the 

remuneration in the case of successful work may consist of money, or 

it may consist of valuables, e.g. plate or precious stones. The first 

case needs no comment, but in the second it may be asked how the 

valuables are to be converted into cash ? It will be realized that it 

would hardly be prudent to sell them on the open market. It might 

be truthful, but not discreet to advertise: “Valuable Family Plate, 
as recently used by the Duke of So-and-so.” I believe that there are 

two methods in vogue : first, to sell them to a “fence”—that is, a man 

who buys such goods, but of course at low rates; second, to change 

their form, e.g. to melt down plate or cut up stones and then sell them- 

This second method would appear to be the more profitable, as it does 

away with the heavy profits of the “fence,” but it practically raises 

another department in the business. From the bookkeeping point of 

view this will be recorded by opening an account under some such title 

as “Conversion Account.” The valuables brought in from a successful 

job will be valued, and the amount so arrived at will be credited to the 

Job Account, and debited to the Conversion Account. Conversion 
Account will stand the wages of the men engaged in the work of 

transformation, the selling expenses and a share of the general 

expenses, and be credited with the actual proceeds from the sale of 

the final product. Subject to the adjustment of stocks, the balance on 

Conversion Account will, at Balance Sheet times, be transferred to 

Profit and Loss Account, or it might be merged into Establishment 

Charges. Where the proceeds of any job are dealt with separately and 

rapidly, there is no reason why the final amount realized should not be 

credited at once to the Job Account instead of going into the inter- 

mediate stage of the Conversion Account. 
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On the question of taxation, I do not know whether anybody now 

preseent saw a report of the case of Inland Revenue v. Sykes. This 

case raised several interesting points, but the main issue can be 

summed up in the question: “Is a burglar liable for Excess Profits 

Duty ?” For the Revenue it was contended that it was clearly not 

the intention of the legislators to exempt burglars. For it was 

argued, if you exempt a burglar, how, in common fairness and 

by analogy, can you refuse a similar concession to the laundry- 

man, the tailor, butcher, baker, and candlestick maker, who, in 

these days of grace, carry on business with the same objects of, 

even if with different methods from, the burglar? Sykes based his 

case on the grounds that he was carrying on a profession, and that 

professions are excluded from Excess Profits Duty under the Finance 

(No. 2) Act 1915, Section 39 (c). In support of this claim, he pointed 

out that the secrecy, the close relations existing between practitioner 

and client, and the total absence of advertisement, which were 

essentials of his business, were worthy of the best traditions of pro- 

fessional practice. Further, it was stated that the personal nature of 

a profession does not make it a suitable subject for limited liability, 

and that you may search the files of Somerset House without finding 

a company which includes burglary in its “object” clause—despite the 

growing elasticity of this portion of the Memorandum of Association. 

Judgment was deferred, and in the interval—by a curious coincidence 

—the houses of the judge, and also those engaged on behalf of the 

Revenue, were burgled. After this there seemed to be a reluctance to 

press the case, and I am not aware of the decision (if any). 

I do not propose to trouble you any further at the moment, as I 

want to leave time for the students to ask questions. I hope you will 

not consider this paper entirely a frivolous one, as it is well to 

remember that the principles of accountancy remain the same whether 

you deal with the accounts of a barrister or a road-scavenger; of a 

huge co-operative store or a fish-and-chip barrow. 

I said at the commencement of this paper that burglars do not 

take kindly to bookkeeping. Perhaps this may be to some extent the 

fault of the accountant, who has undoubtedly neglected this branch. 

The remedy is for the accountant to get into sympathetic accord with 

the work of the burglar, to study his requirements, and to absorb the 

atmosphere and ideals of his work. If the accountant will do this he 

will certainly raise the standard of bookkeeping for burglars, and he 

will, in his turn, gain knowledge which may be of valuable assistance 

to him in future times of difficulties. 

(From The Accountants’ Journal). 

REMEMBER 

The Dominion Association Annual Meeting at Halifax, August 

8th, 9th and 10th next, and plan to be there. 
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CANADIAN BANKING 

The remarkable thing about the Canadian banking system, after 

a year of price liquidation unparalleled in history, is not that few 

bank shareholders should have been subjected to a loss of some part 

of the market value of their stock, but that not a single dollar of the 

money of Canadian depositors should have been lost or should, so far 

as can be told, have ever been in the slightest danger, states the 

Royal Securities in the current number of investment items. The 

preposterous outcry about the losses of these shareholders—an outcry 

in which, we are glad to say, the shareholders themselves have not 

participated—has been based upon the assumption that it is the duty 

of the Bank Act and the officials of the government to protect the 

owners of a bank against their own carelessness and the neglect or 

unwisdom of their own elected representatives or appointed servants. 

There could be no greater error. Such a conception takes away from 

the owner the right and responsibility of managing his own property. 

Banking, in Canada, is a business which, when ably carried on, yields 

large profits, and when otherwise carried on subjects the owners of 

the bank to the risk of loss. It is the business of the Bank Act and of 

the department of finance to see that the risk of loss does not extend 

to the depositors, who are in no position to control the management 

for themselves ; and that function seems to have been performed very 

successfully throughout a very difficult year. 

There will doubtless be a need for some minor changes in the 

bank act when that measure comes up, in accordance with the wise 

practice instituted by the founders of our banking system, for its 

decennial re-enactment. But they will not be charges tending to 

diminish the authority of shareholders over their own bank and their 

responsibility for its management. With the present minister of 

finance in charge of the legislation, it is fairly safe to assume that no 

amendments will be made which have not the support of those Cana- 

dians who have devoted their lifetime to the business of banking and 

have assisted in building up our present group of strong institutions 

and establishing them in the public confidence. 
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PROPOSED “BLUE SKY” LAW 

Blue Sky legislation as laid before the Ontario provincial house 

by Attorney General Raney’s bill is not regarded in local financial 

circles as being very drastic. In comparison with the Blue Sky laws 

of some of the states which possess such legislation, its restrictive 

features appear decidedly mild. Indeed the whole bill is viewed rather 

as a supervisory than a prohibitory measure. 

In short, it supplements the provisions of the Ontario Companies 

Act by providing a special officer of the crown, whose duties it will be 

to see that frauds are not committed in connection with the sale or 

advertisement of new securities. 

Unlike most Blue Sky legislation, it does not attempt to discrim- 

inate between what are good or sound securities, and those which are 

speculative. It does not even impose serious obstacles to the sale of 

highly speculative securities, provided in connection with the same, no 

specific act of fraud is perpetrated. In this respect it will probably 

meet with the approval of mining men generally. The Ontario Mining 

Association, and the Standard Stock and Mining Exchange have 

always disapproved of the idea of a government officer attempting to 

distinguish between a mining venture which has a prospect of success, 
and one which has not, since in the early stages of development many 

mines which have ultimately proved very profitable, have looked much 

like wild-cats. 

It might be asked what good the bill accomplishes, since it goes 

little further than to provide for the detection, frustration, and punish- 

ment of fraud. The answer would appear to be that there is room for 

a measure which does this very thing. Fraud is already a criminal 

offense. But there is much of fraud or what practically amounts to 

fraud, practised in connection with the sale of a good many securities, 

which is never made amenable to the law simply because no person 

takes the trouble to bring the guilty parties before court. 

A private individual may have reasonable knowledge on which to 

believe that a certain offering of stock is highly objectionable, or that 

false statements are being published in connection with the advertise- 

ment or sale of it. But a private individual rarely cares to hail the 

unscrupulous promoter before a criminal court on a charge of fraud. 

The same person might, however, be quite ready to lay such informa- 

tion as he possessed before an officer of the crown who would assume 

the responsibility of looking into the allegations made. 

INCOME TAX DODGERS 

The extent of the evasion of the income tax law in the United 

States disclosed by recent figures, raises the question as to the extent 

to which tax dodging is indulged in Canada. Officials here do not claim 
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that everybody eligible for taxation pays taxes, because it is the 

history of the operation of income tax legislation everywhere that 

there is evasion, in Great Britain, for example, the default being placed 

at 75 million pounds in one year. The safeguards employed, however, 

are considered to be sufficiently efficient to prevent the law being 

ignored to an extent relative to what is reported in the United States 

where about half the eligibles are alleged to escape. 

Last year over half a million Canadians filed income tax returns. 

This number being double that of the fiscal year preceding. As many 

more returns were filed for the information of the department. In 

income taxes last year $78,000,000 was collected along with $22,000,- 

000 in business taxes. 

In respect of income increased collections were $38,000,000, but as 

regards the business tax it was a decline of $18,000,000, attributable 

to the fact that the temporary law on the subject is gradually 

becoming inoperative. 

LECTURE ON BANKRUPTCY 

In view of the recent conviction of Nathan and Meyer Brenner of 

Toronto for falsification and mutilation of books belonging to 

N. Brenner & Co., Ltd., as well as for theft of $700,000 belonging to 

the company, the lecture given by Lewis Duncan, of Messrs. Rowell, 

Reid, Wood, Wright & McMillan, barristers, on “The Operation and 

Effect of the Bankruptcy Act,” was most timely. Mr Duncan spoke in 

the Mining Building at the University to members of all bank staffs, 

under the auspices of the Toronto Bankers’ Educational Association. 

Among the crimes coming under the Bankruptcy Act was the 

falsification of books. for which the penalty was two years. Others 

were: Material omission in a statement of affairs of a person or firm 

going into bankruptcy; destruction of a company’s books, seven 

years, and gift of property with intent to defraud, for which the 

penalty was one year. 

Some criticism of the Act lay in the fact that creditors were 

forced to bear the cost of protecting themselves, and a bankrupt had 

the right to choose his own trustee in bankruptcy. With respect to 

composition proceedings, it had been held to be quite unfair, as 

instanced in Montreal recently, that 51 per cent. of the creditors 

holding two-thirds of the debts could determine the percentage to be 

paid. This gave the debtor a great chance of improperly getting rid of 

his liabilities. All creditors should be on the same basis, Mr. Duncan 

held. 

SHAREHOLDERS’ RIGHTS 

Aecording to Mr. Justice Orde, in a finding on an application with 

regard to the liquidation of the Patricia Appliance Shops, Ltd., 

459 



THE CANADIAN CHARTERED ACCOUNTANT 

shareholders are entitled to be notified of the first creditors’ meeting 

. of a bankrupt company, but failure to do so will not invalidate the 

meeting, unless the shareholders or company have been prejudiced 

thereby. Shareholders, he points out, are not entitled to outvote other 

creditors, nor are they entitled to interfere in the administration of 

the estate. 

SOME ACCOUNTING DEFINITIONS | 

The following definitions of accounting were given by students in 

a recent examination and may be found helpful to our readers. 

The questions asked were :— 

What do you understand by the following terms :— 

Self Balancing Ledgers. 

Working Capital. 

Watered Stock. 

Balance Sheet. 

How would you proceed to locate errors in a Trial Balance ? 

The answers were as follows :— 

A Self Balancing Ledger is one you do not need to take a trial 

balance off. It balances itself. 

Working capital is the amount of paid up capital and funds 

standing to the credit of Profit and Loss Account and Reserve Ac- 

counts which are used in the carrying on or working of a business. 

Working Capital is the Capital which is used in the business, such 

as Surplus, Treasury Stock, Rest A-c etc. on which there is no direct 

liability to the shareholders. 

Working Capital is the amount which a company is run on. 

Working Capital is that part of the paid up capital which has 

been paid for in money as opposed to Watered Stock. 

Working Capital is that amount of capital stock which is not tied 

up, i. e. it produces revenue for the company. 

When a Stock Company opens up it is capitalized for so much 

money, say $50,000. Stock is issued for this money. All the stock is 

sold. About $25,000. is now issued and sold but does not go into the 

books. This money is kept by a few of the big men, thus watering 

your stock. 

Watered Stock is merchandise that has been partially destroyed 

by water or other means while in storage. 

Watered Stock is stock that has been given as a stock dividend. 

Watered Stock means stock sold above value without any increase 

in the holdings of the company to warrant the increase in selling price 

Watered Stock is stock which has no par value. 

When stock becomes to be worth more than it was originally 

worth. new shares are issued to the shareholders for which they do 

not have to pay cash, so consequently the value of the stock falls. 
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Watered Stock—Stock really in access of what has actually been 

paid for or subscribed, or stock held by a person and not really earned. 

Watered Stock is stock of a company which has become bankrupt 

or insolvent, paying its shareholders nothing. Therefore the stock of 

the company has no value. 

Watered Stock is forbidden under all the Canadian Companies 

Acts. 

Watered Stock is the colloquiol name applied to that part of the 

capital stock of a company that does not represent real assets. 

Watered Stock is new stock created for the purpose of lowering 

the rate of dividends. 

If a corporation has a large surplus and they desire to avoid 

taxes on such, they sometimes write off shares bought on the market 

but do not make allowance for it on their financial statements. 

Watered Stock may be defined as stock doctored up by every 

means possible in order that it may sell well and meet the eye of the 

buying public. Such stock as oil stock, mining stock. etc. which is 

extensively advertised and praised to the hilt is watered stock. 

A company such as a gas company which is dealing directly with 

the public may make an enormous amount of profit, and if this was 

known to the public they might demand lower rates, so to overcome 

this additional shares are put in a shareholder’s name and the capital 

upon which dividends are paid is greatly increased, hence the rate ~~ 

dividends is decreased and appears normal. This is known as Watered 

Stock. 

A Balance Sheet is a statement of Assets and Liabilities. It must 

be in balance and if it is not, we know an error has been made some- 

where in the manufacturing, trading or profit and loss accounts. 

Add the Trial Balance up and down on both sides. 

When it is found that the Trial Balance is “off” check all the 

editions very carefully. 

Look for difference in the two sides of your Balance Sheet. 

The only infaliable means of locating errors in the Trial Balance 

is to analyze the General Ledger. 

Watch for figures being turned around and unplain figures. 

Taking the ledger, check off the balances from it to the Trial 
Balance using a pencil. 

Take half the difference (if possible) and look for that amount on ~ 

wrong side. 

If the totals of the Trial Balance do not agree, add the lists again 

from bottom to top and from top to bottom. If the additions vary in 

their results, go over them again if necessary until they come the same. 

Now go over & see if there are any amounts not checked off and 

if there are there will probably be your difference 

If this does not find your 2 

go over it all again. Get the idea into your head that there is no such 
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a word as can’t & the difference must be found. Watch for transpori- 

tions such as 198 and 189 because they are very easily overlooked. If 

this does not find your difference go over it all again. 

SUBSCRIPTIONS HOLD 

The dangers of subscribing for stock in unknown companies was 

illustrated by cases dealt with by the Master in Ordinary in Toronto, 

in connection with the Oakoal Co. of Canada, Ltd. 

One of these cases was that of W. Davenport who subscribed for 

stock on the representation that Oakoal was being manufactured. He 

made a visit to the plant and found that nothing was being done there, 

whereupon he went to the office and notified the officials of the comp- 

any that he would not take the stock and would have nothing to do 

with it. Unfortunately he did not bring action against the company 

for the cancellation of his stock before the company went into 

liquidation, and the Master in Ordinary was forced to hold him liable 

for the amount of his subscription. 

Would Take More 

In another case A. Jewell had subscribed for $1,000 worth of 

stock, and when an agent called upon him, signed a document which 

indicated his willingness to take $1,400 more. Realizing immediately 

that he would not be able to pay for the stock, he went to the offices, 

and it was arranged, he said, by Manager Long that his second sub- 

scription should be cancelled, and the amount paid on that should be 

credited on his first subscription. 

Hocus-Pocus Arrangement 

“Long had no power to make any such arrangement,” said the 

Master in Ordinary. “He could not cancel stock. If he made any 

such hocus-pocus arrangements it could have no effect.” 

Jewell was held liable to complete his payments on the $2,400 

worth of worthless stock. 

J. W. Johnston and Jessie L. Johnston withdrew their defence for 

a portion of their subscription, but opposed the liquidator’s right to 

collect from Roy Johnston on the ground that he was an infant. 

PERSONAL 

Messrs. Stiff Bros. & Sime announce the removal of their offices 

from the Bank of Hamilton Building, Toronto, to the Union Bank 

Building, corner of King and Bay Streets. 

Messrs. Barrow, Wade, Guthrie & Co., Accountants, New York, 

announce the removal of their offices to the Equitable Building, 120 

Broadway. 
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234 Roy Building, 

W. J. Valleau, Halifax, April 27, 1922. 

Canadian Chartered Accountant, 
Toronto, 

Dear Mr. Valleau : 

I am in receipt of your letter in re the 1922 Convention. For the 

social programme it has been arranged to have on the first day a 

luncheon to all delegates, at which the members of the Nova Scotia 

Institute will be the hosts, a motor drive for ladies in the afternoon 

and the annual dinner of the Association in the evening. 

On the second day the president’s luncheon to the Dominion 

Council will be at one P.M. followed by a harbor excursion and tea at 

a club on the North West Arm. 

The programme for the third day has been left open for the 

present and an item I read in your last issue has suggested the possi- 

bility of a golf match between Montreal and Toronto for the morning 

of that day with luncheon at the golf club. If some of the members 

whose names are mentioned in the article in question would kindly 

write me, expressing their views on the subject, I shall be guided by 

the expressions of opinion. 

I am glad to be able to announce that we are to be favored with 

‘an address by Mr. James Hutchison of Montreal, his subject being 

“Bank Audits,” which should be of great interest to all members of 

the profession. 

Please impress on your readers the dates for the convention being 

August 8th, 9th and 10th, and the fact that all who possibly can 

manage it should make the trip to Halifax for this meeting. 

Yours sincerely, 

H. D. Creighton, 

President. 

DON’T LET YOUR WIFE SEE THIS 

An employee of the Marathon Paper Mills Company, tired of 

hearing men boast of their importance, dug up the fact that, according 

to scientific investigation, the ingredients of a man, plus water are 

as follows :— 

Fat enough for seven bars of soap. 

Iron enough for a medium-sized nail. 

Sugar enough to fill a shaker. 

Lime enough to whitewash a chicken coop. 

Phosphorus enough to make 2,200 match tips. 

Magnesium enough for a dose of magnesia. 

Potassium enough to explode a toy cannon. 

Sulphur enough to rid a dog of fleas. 

This whole collection is worth ninety-eight cents, and that in a 

day when things are three times as high as they used to be. 
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THE INSTITUTE OF 

i CHARTERED ACCOUNTANTS OF ONTARIO 
LTT TT 

(Incorporated 1883.) 

Rutherford Williamson, President. T. Watson Sime, Secretary. 

W. J. Valleau, Registrar. 

HE Annual General Meeting of the Ontario Institute will be held 
in the course of a month or so. A number of the members are 

asking that an outing, similar to last year be arranged and the 

proposal is under consideration. As soon as the programme is decided 

upon members will be advised by circular and it is hoped that they will 

arrange their engagements so as not to interfere with their attendance. 

Members will be interested to learn that the Institute Instruction 

Courses established this year, are progressing favorably and that the 

enrollment has been greatly in excess of that expected. 

The Chartered Accountants Luncheon Club has been a great 

success and has held regular monthly meetings during the winter. 

The Chartered Accountants Students Association have also held 

several social dinners and entertainments, at which subjects of 

interest were discussed. 

Messrs. Stiff Bros. & Sime have moved from the Bank of 

Hamilton Building to the Union Bank Building, corner King and Bay 

Streets, Toronto. 

THE INSTITUTE OF CHARTERED 

ACCOUNTANTS OF ALBERTA. 
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Frank M. Harvey, President. . Cecil E. Race, Secretary. 

(Incorporated 1910) 

of Alberta, Messrs. Harvey, Richardson, Cole & Robertson, and 

Messrs. George A. Touche & Co., have been employed for some- 

time on a checking up of the Government accounts. This was done at 

the request of the new Farmer Government on the occasion of their 

‘|, WO of the leading firms of Chartered Accountants in the Province 
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taking over the administration from the Liberal Government which 

preceded them. An interim report has been issued suggesting a 

number of changes in the accounting system to put it upon a revenue 

basis rather than upon a cash basis as heretofore. Amongst the other 

recommendations is that there be a centralized system of accounting 

for the province, with a comptroller in charge. Accountants of the 
province are naturally much interested in the matter. 

THE INSTITUTE OF 

CHARTERED ACCOUNTANTS OF 

BRITISH COLUMBIA 

(Incorporated 1905.) 

G. F. Gyles, President. J. B. Woodthorpe, Secretary-Treasurer. 

HE Seventeenth Annual General Meeting of the Institute of 

Chartered Accountants of British Columbia was held at the 

Vancouver Hotel on March 15th, 1922. About forty members of 

the Institute were present at the Luncheon from Vancouver, Victoria 

and other parts of the Province and a most interesting Meeting 

resulted. After the special routine business was dealt with a general 

discussion took place and a number of interesting addresses were 

presented by members present relating to the profession and the 

relationship between the Institute and the Financial and Commercial 
Public. 

During the course of the Meeting Mr. G. F. Gyles, the retiring 

President, made an interesting report on the activities of the Institute 

during the past year. He outlined the provisions of the Chartered 

Accountants Act, which was passed by the last Provincial Legislative 

Assembly, and described some of the difficulties which were encounter- 

ed in the course of promoting the measure. He explained that the new 

Act gave the B. C. Institute the same privileges and responsibilities as 

existed in most of the other Provinces and for the reason that it was a 

further step towards Uniformity it was a most important event for 

the profession in Canada as a whole. The Acting Secretary in his 

Report stated that there had been a net increase in the Membership of 

the Institute of 12 members since the last Annual Meeting and that 

there were 128 members on the Register at March 15th, 1922. Of these 
86 were resident in British Columbia, 7 in other parts of Canada and 

35 outside Canada. During the 9% months since the last Annual 
Meeting the unprecedented number of 22 Council Meetings had been 

held. New Legislation and By-Laws were the chief reasons for the 
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extra activity. During the year the number of Members on the Council 

was increased from 9 to 12 and under the new Act all members 

retire annually. 

The Articled Clerks on the register at March 15th, 1922 number 
36, and 8 Articles of Clerkship had been registered during the year. 

Examinations which were held in December 1921 brought forward a 

record number of Candidates. There were 11 Candidates for the Fina] 

of whom 7 passed and 12 for the Intermediate of whom 7 passed. The 

successful Candidates in order of merit were as follows: Final, 

D. W. W. Whitelaw, F. C. Holden, R. Berry, S. B. Barron, F. Moreton, 

C. R. Adams, A. E. Bourne. Intermediate, E. H. Cotter, A. A. Shaw, 

H. Anscomb, L. R. Sinclair, C. Barrett-Lennard, J. S. Flanagan, R. G- 

Rutherford. Prizes were presented to D. W. W. Whitelaw and E. H. 

Cotter for passing first in the Final and Intermediate Examinations, 

respectively. 

The ballot resulted in the following members being declared 

elected to the Council for the ensuing year :—H. C. Chiene, G. E. 

Winter, A. L. C. Chalk, J. B. Woodthorpe, R. Bayly, A. H. Edwards, 

J. H. Young, A. H. Rathie, J. D. Forsyth, W. R. Carmichael, E. W. 

Ismay and F. Field. 

THE INSTITUTE OF CHARTERED ltl 
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F, J. Pilkington, President. Thomas Lax, Secretary. 

[s has been decided to hold the annual meeting of the Institute at 

ACCOUNTANTS OF SASKATCHEWAN 

(Incorporated 1908.) 

Saskatoon on Saturday, May 27th, 1922. Members are requested to 

note the date and make every effort to attend. In accordance with the 

custom which prevailed before the war, the annual banquet will be 

held in the evening of the day of the meeting. An interesting 

programme is being arranged and a good time is promised by our 

Saskatoon friends. 

The delegates to the Dominion Convention at Vancouver have 

prepared an exhaustive report on the proceedings at the convention, 

this will be printed and copies distributed with the notices of the 

annual meeting. 

An important addition has been made to the by-law dealing with 

unprofessional conduct. It is now provided that “To advertise in any 

other manner than by a professional card of not more than one column 

wide and two inches in depth” shall be construed to be unprofessional 

conduct, 
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The annual examinations were held during the week commencing 

April 24th. A satisfactory number of students presented themselves 

for examination this year. 

Members of the Institute will be pleased to hear of the appoint- 

ment of Mr. C. E. Walker as Lecturer at Queen’s University. 

THE INSTITUTE OF 

CHARTERED ACCOUNTANTS OF 

NOVA SCOTIA 

(Incorporated 1900.) 

T. Harold Johnson, President. H. D. Creighton, Secretary. 

HE annual meeting of the Nova Scotia Institute was held in 

| Halifax on Tuesday evening, April 25th, at which the following 

officers were elected. 

Officers. 

President—T. Harold Johnson 

Vice-President—H. E. Crowell 

Secretary-Treasurer—H. D. Creighton 

Auditor—W. A. Stech 

Council. 

Kaulbach, E. _ Dickson, G. Wallace Martin, R. L. 

Blackett, J. R. Leverman, W. E. Studd, W. H. 

’ Holder, G. H. Piers, T. L. E. Coldwell, B. A. 
Torey, C. L. McLeod, G. A. 

Delegates to Dominion Association. 

H. D. Creighton and E. Kaulbach 

The members are all looking forward to meeting the members of 

the other Institutes at the 1922 convention in Halifax on August 8th, 

9th and 10th. 
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THE VALUE OF THE EXPERT 

For some unaccountable reason we for many years submitted to 

the practice of attempting to carry on the administration of public 

affairs without the aid of expert officials, particularly in our federal 
and provincial administrations. It was considered essential that any 

applicant for an important position with the government should first 

of all demonstrate in a very practical way his allegiance to the party 

in power. If, in addition to this, he had ability to handle the position 

he applied for, the applicant would probably be more welcome, but it 

was sometimes dangerous to know too much, because politics and | 

business methods often mixed just about as readily as oil mixes with 

‘water. 
But those days and old-time methods are fading away, although 

we still have instances of government employees whose chief anxiety 

is to hold onto their jobs, and who refuse to instal up-to-date business 

methods in their departments, either because they do not understand 

them, or because they have not sufficient back-bone to demand from 

those in authority over them the facilities which modern business 

requires. 

We have in the West two outstanding examples of government 

efficiency, namely, the accounting systems in use in Manitoba and 

British Columbia by the provincial authorities. These two provinces 

are undoubtedly head-and-shoulders above the other Canadian pro- 

vinces in this connection. There is a reason. The provincial treas- 

urers of these provinces realize that governmental accounting is work 

which needs expert supervision; it needs men specially trained for 

the work, and above all it demands a type of man who is free from 

political bias. Manitoba secured a chartered accountant to instal its 

accounting system, and British Columbia has a chartered accountant 

in charge of its accounts. 

If all our governmental activities were carried on on this basis, 

we should be nearer to the day when taxes will be decreased, and our 

public finances administered efficiently and economically. 

—From Canadian Finance. 

Some men have within them that which always spurs them on 

while some need artificial initiative, outside encouragement. 

Some men exact themselves under stern discipline ; some respond 

only to a gentle rein. 

Some men need driving ; some coaxing. Some need the spur ; 

some the sugar lump. 

Some men do their best work piled shoulder high ; some must 

have it given them a piece at a time. 

Some men thrive on discouragement ; some cannot work without 

cheerfulness. 

Study men—the men over you, under you around you. 

Study them and learn how to get from each the most that isin / 
him. 7 
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